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Firet 106 Days of the Cagtelle Branco Administration. 


INTRODUCTION, SUMMARY AND CONCLUSIONS 


SE ALITA, SE 


P, Alegre 2* President Castelle Branco assumed office on April 15, 
Recife 27 1964, This airgram undertakes a veview of the recerd of his 
Saivador 30administration during ites Pirst 100 deys, whieh ended on 


S80 Paulog/suly 24, 1964. 


POL 32 
CR yi 23, a¢ Eyen & preliminary evaluation of the Castello Branco 
BRAS la\3s34rectme requires consideration ef the cenditicns surrounding 

| hig accession te power. The shortsightednessa, ineptitude and 


corruption of the country's pelitical leadership had permitted 
the gradual but extensive penetration of the country’s politi-e 
eai and administrative structure by extreme leftists, ultrae 
nationalists and communist elements. These groups, through 
passive acceptance and at times open collaboration on Goulert'’s 
part, had achieved pesitions of leadership and power far beyond 
tneir basic strength anong the Brazilian citizenry. Although 
& small minority, they hed been able to put their stamp on a 
good deal of legislation and a great deal of administrative 


practice. 


im the field of urban lebor they had won a demina- 


ting position; they had reeentiy undertaken energetic efforts 
gsindlarly to organize and capture rurel lsbor. Efforts on the 
part of Gowlart to place leftists, ultra-nationelists and 
opportunistie elementea responsive to him in key command posi- 
tions among the military had been so extensive that Goulart 
evidently had come to believe that he had built up a militery 
base ef power which could protect him against almost any 
contingency. As m result of demagoguery, leftist agitation, 


GROUP 1: Exeluded from automatic downgrading 


and deelassification. 
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communist-inepired labor unrest, and reeurrent and deepening politi- 
Cal crises, there was a danger that if effective opposition to the 
rapid drift toward radical totalitarianism or chaos or both were 
not rallied soon, the country's ability to mount such opposition 
might be Lost. 


Economically, the country was rapidly approaching "the point of 
no return". For the year 1963 the rate of internal inflation had 
reached €0 percent, and rapid aceelemtion in this rate had taken 
piace in the first quarter of 1964, making immediate entry on a true 
hyper-inflationary spiral a clear prospect. Inflation had eaten 
away private enterprise’s ability to finance itself and had increased 
its unhealthy dependence on the government. Measures of economic 
nationalism had helped te step any net inflow of foreign private 
capital; and political instability, coupled with the economic situe 
ation, had stifled domestic investment. Ag a result of all these 
factors, per capita income, which in the 1950's had shown an annual 
inerease © “iors tYian three percent, in 1963 had turmed negative 
with further decline in prospect. Econemie chaos was in sight. 


Brazil's much advertised “independent foreign policy” had grown 
increasingly ineonsistent with her hemispheric treaty obligations, 
end Brazil hed become an important half-way house for movements of 
persons between Cuba and other Latin American countries. 


vastelio Brance entered upon the unenviable job of trying to 
correct this situation with a minimum of advance preperation and 
even of advance notice. Having been propelled into power by the 
circumstances and finding among his base of support a heterogeneous 
collection of"revolutionary" elements--literally everyone who was 
opposed to Goulart or went along with his removal for patriotic or 
personal reasons--he set out on the formidable task of trying to 
execute an expeditious and urgent program of action while 
simultaneously forging an adequate base of political support. 


From the predecessor interim regime under Magzilli and the 
“Supreme Revolutionary Command” Castelle Branco inherited the 

urgent problem of consolidating the vietory of the almest bloodicss 
revolution. At the same time he inherited the Ato Institucional, a 
nodlfication of the Constitution deereed by the Supreme Revolutionary 
Commend, which gave him increased punitive as well as other powers. 
During the first 100 deys he used the purgetive provisions ef the 

= with mederation although, as was inevitable, seme mistekes were 
TMAAe 


Castello Branco has used vigorously the Simplified procedures 
Yor exacting legislation and constitutional amendments whieh the 


TRL Dae A 
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Act @lso contained. Particularly after June 15 when the article 





providing for the eanesllation cf econgressienal mandates and sus~ 


pension of political rights expired, the regime has been increas- 
ingly vigerous in introducing proposals for constructive change. 


_ Ye repime’s reeerd of legislative success has been impressive. 
at has, for example, been able successfully through legislation or 
amendments te handle such therny problema as 1) guerding against 
minority presidencies, 2) extending Castello Branee’s own term by 
rourteen months to prevent the premature disruption of a presidential 


election campaign from keeping the government frem being able to 


eope with the many vital tasks Pacing it, particularly in the 
economic field, and 3) medifying and liberaldzing legislation 
reguiating the remittance of profits by fereign companies, a step 
much needed to restore an influx of fereign capital inte Brazil. 


in the field of purely exeeutive action, Bregil has taken the 
major steps of breaking diplomatic relation with Cube and of taking 
& position of much closer identification and ceoperation with the 
West, a8 well as important steps in the economic Field which will 
ve mentioned below. = | 


One of the gravest long-range dangers growing out of the revee 
dution was that opposition te an overly-censervative-looking regime 
might start the process of fission of the Brazilian bedy politic 
inte two nearly equal seguents, the left wing of which in the future 
would provide an ideal medium for "united front” tactics by the 


 conmunists. Castello Branco hea moved te avert thig danger and has 
made centinuing and surprisingiy amessful efforts te win the ) 
tolerance if not the support of the “nonesgubversive" left by pro} 


posing moderate reform measures, In doing so, he has aroused epposi- 
tion on the part of such elements as Carlos Lecerda and some of the 
more conservetivefiilitary officers, So far at least the President 
has been generally successful in preventing this opposition from 
interfering with his pregrams. 


in view of the critical place that the military oceupies in 
Castello Brance's base of suppert, as well as for other reagens, it 
was inevitable that militarvefficers should continue to pley an 
important role in the regime as, for exemple, in being appeinted to 
key positions in government agencies or acting as interventors in 
the autergquias. As ef the present, at least, the rele ef the... 
military seéms te be weleome rather than otherwise py the majority 
oF the population. 


Gn the whele, the performance of the Caatelle Branes. severn- 
went In the econemia field has been remarkably good by Brazilian 
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atendards. It has reversed the trend of inflation, redueing the 
vate of inflation from 24 percent in the last quarter of the Goulart 
administration to less than 15 percent in the first three months 
fellowing the revolution, It has accomplished this without unduly 
restricting eredit te<the private sector end with relatively minor 
adverse repercussions on demand, productian, and employment. TIts 
measures with respect to ware policy, taxation, and economies in 

the public sector have set the atase for further reduction in the 
Kate of inflation, and there is now a realistic prospeet that inflae 
tion wlll have been reduced to manageable propertions by the end 

ef 1965, and something approaching real stability achieved during the 

course of 1966. | | | 

The single ‘economic measure most vwinerabie to criticism was 

the pay increase of i7fG percent granted military personnel seon after 
the revolution. This increase was greater than could be justified 
on the bagis of the increase in cost ef living, and it severly 
hampered the government in its later efforts to hold down the size 
of the pay inerease extended te civil servants. Although the milie 
tary pay increase was regrettable from the point of view of its 
effects on the stabilization effort, it is understandeble in the 
light of the much greater (over 300 percent) increase whieh had been 
proposed by the Goulart government, and the widespread sense of — 
gratitude toward, and the great influenee of the military in the 
immediate aftermath ef the revolution. 


The government has also moved with commendable speed and energy 
to improve the balanee of payments situation through negotiations 
with Bragsil's majer erediters to reschedule debt service payments 
falling due in 1964 and 1965. That no improvement is thus far evie. 
dent in Brazii's precerious balanes of payments situation is due to 
the stagnation of coffee exports throughout the posterevolutionary 
pericd, Although the goverpment'’s coffee policy may have had some 
adverse effact on exports, factors external to Brazil appear to 
“ cae “a Least equally impertant in holding ceffee exports te 
@& low level, 


The governnent has also moved effectively te promote economic 
development. It has re-established the confidence of the private 
sector in the security of property rights. It has, as bas been 
mentioned, sponsored legislation te restore a favorable elimate for 
foreign private investment, and is moving rapidly teward conclusion 
of an investment pusranty agreement with the U. 8. It has 
ecoperated far more effectively with the U. &. and other sources 

of external aid than did its predecessor. The government has left 
Altitle room to criticise its actions in this field, given the poli- 
tieal and adminiatrative realities which exist in Brazil. 


Se6rne= 
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in the area of popular socic-econemie reforms, the government's 
efferts have been limited largely to two fields: low-cost housing 
and agrarian reform. These measurese-the first on the verge of 
becoming law. the gsecend net yet submitted to Congress-oappear to be 
soundly-conceived approaches te the solution of genuine socic- 
economic problems. At the same time the government has taken a series 
of steps whieh together constitute a beginning toward bringing about 
much needed reform in the operation and administration of the public 
sector, including the “autarguias’ and government enterprises, Much 
more needs to be dene in this area. 





Of the various phases of ita eeenomle program, the government 
perhaps has Least reason te be proud of ite sfforts to ensure an 
adequate and regular supply of foedstuffs to urban conaumers and its 
efferta to contrel prices, Altheugh the government toek steps soon 
after the revolution to arrange for additional P.L. 400 food supplies 
to make good deficieneles resulting from drought in south central 
Bragii during the preceding growing season, owing to subsequent 
delays in procurement, these supplies have not yet bemgun te arrive 
in Brazil. Serious shortages of sugar, salt and milk have oceurred 
in Ric de Janeiro. These have been accentuated by clumsy price 
control efforts, which have extended alge to a wide range of manu- 
Yactured articles. 


The performance of the government in the economic field has _ 
reflected both the virtues and the defeets of a government composed 
for the most part of competent, non-political technicians. While 
its program has been soundly conceived on the whole, the govern-e 
ment's lack of skill in dealing with Congress has contributed to 
growing eongressional opposition to certain measures, and it has 
not been notably successful in generating widespread popular 
enthusiasm Por its economile program. _ 





in sumiary, then, during its first 100 days the Castello Branco 
regime has been suceessful in steering a course thet avoided the 
many recks and shoals through which it had to pass. Its recerd of 
vigorous action, amply illustrated In the bedy ef this report, has 
been impressive, At the seme time further dangers lie ahead. Of 
theses, perhaps the most significant arise from the possibility that 
improvement in the eeonemie situation cannot be achieved quickly 
enough and that rising popular discentent, particularly on the part 
or urban lebor, will lead the military to impose a harsher regime. 
Nothing that has happened during the first 100 days makes such e 
development a foregone conclusions; indeed at the end of the period 
the progress achieved makes the realization of this danger seem 
less likely than at the cutset. The reselve, however, of most of 
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the officer corps and many influential civilian supporters ef the 
révolution that, eost what it may, there shall be no reversion to 


the previous slide toward radical. totalitariantem or chacs is 
impressive and should net be underestimated, _ 


a ES ee 
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During the heetiec hours surrounding the Goulart ouster, one 
of the first problema to be solved was that of choosing the successor 
caretaker poverrment. Through a very “Brazilian” solution, it was 
decided that constitutionality would be preserved (netwithstanding 
the extraordinary measures used to depose Goulart). Thus, Chamber 
President Ranieri Mazzilli, next in line according to the Constitue 
tion, was sworn in ag President, Actual pewer was exercised, how- 
ever, by the top military commanders of the revolution who styled 
themselves the "Supreme Revolutionary Command". The membership of 
this power group was somewhat ill-defined; however, the military 
Ministers (General Artur Costa e Silva, Brigadier Correia de Mello 
and Admiral Radenaker) jointly signed an Ate Institucional on 
April 9 whieh essentially set forth the guidelines for the revolu- 
tion and established the ground rules under whieh the new regime 
would operate. 


On April 10, the “Supreme Revolutionary Command” issued the — 
first list of persons to be deprived of electoral mandates and/or 
to have their pelitical rights suspended under the terms of Article 
10 of the Ato Institucionai. By the time that Mazzilli once again 
turned over the presidency, 167 Brazilians had lost their political 
rights for ten years; 39 federal deputies (or alternate deputies) 
and 1 federal senator had had their electoral mandates cancelled. 
In addition, 24 military officers had been transferred to the 
reserve under the terms of Article 7 of the Ato. These pre~-Castello 
Branco actions affected such prominent firures as ex-Presidents 
Goulart and Guadroes, ex-Governor Miguel Arreis, ex-SUDENE Chief 
Celse Furtado, etc, 


The pressure brought to bear by the terms of the Ato was also 
felt by Congress in relation to the election of a new President. 
in an April 11 session, Congress overwrelmingly elected General 
Humberto de Alencar Castelio Brance as President. The highly- 
respected ex-chief of the Army General Staff retired from active 
military duty (with ea promotion to Marshal} to assume his new 
duties on April 15, 1964. | | 


fo place any evaluation of the performance of Castello Branco 's 
government in perspective, certain well-known facts should be kept 
im minds (1) Castelio Branco essumed power without advance 
preparation; (2) the "revolutionaries" had united around a negative 
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Plageed.e@. the deposition of Govlert;: onee this immediate cbjective 
wags achieved, some inevitable differences concerning the pesitive, 
constructive aspects of the new regime were bound to appear; (3) 
the Castello Brance government was heir to chaetie eeonemic and 
Financial conditions, a public which hed been increasingly pushed 
tewards some form of social revelution, @ partially divided milie 
tary, & corrupt and subverted iaber mevement, etc. To reconcile 
the resultant existing political turmoil and at the same time 
restore some economic sanity thus leemed as leviathan, sometimes 

.centradictory problems on the herigen at the outset of the first 
100 days. 


the 'ato institucional’: Gromd Rules for the New GOB 

As has been noted, the revelution was “institutionalized"” 
through en institutional Act published on April 9. The Ato modified 
the Gonstitution in several impertant aspects and thereby get forth 
the ground rules under which the new regime would eperate. Key one 
foing points and provisions ave as Polleows: 


i. Article 3 provides for a aimplified precedure of amending. 
tne Conatitution, Under the Ato, exscutive-propesed Constitutional 
amendments must be considered within ae period of 30 days. An 
absolute majority of both houses of Congress, voting in two separate 
sessions held within a time-span of ten days can pass the propesed 
amendment . | | 


2. Under Article 4, the President can propose ordinary 
legislation to the Congress which must be considered within 30 days 
in each house. If it is not voted on within thet period of time, 
the bill automatically becomes law, Only the >resident can make 
eropesais which imply en inerease in expenditures (Article 5). 


2. The President can declare or extend e state of siege while 
Congress is in session (Article 6}. 


+. Article 7 has resulted in a series of jeint mllitary-police 
investigations. Under this artfiele, the Constitutional rights of 
jos and life tenure for government employees are suspended until 
Qctober 9, 1964, Endividuale who were covered by these provisions 
may oe fired, retired, vleaced on leaveeof-absence, etc., following 
a summary’ investigation. (The individuals do, however, have the 
Yieght ef defense, } 


3. fhe most controversial provision of the Ato wes Article 10 
under whicn the Supreme Revolutionary Command and Tater the 
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President were enabled to cancel electoral mandates and/or suspend 
political vights of individuals for a pericd of 10 years (see below). 
The application of these sanctions expired on June 15, 1964, 


Leadership Problems 





Castello Branco became President on April 15, 1964, But some 
question still exiated: would he actually exercise control through 
his office, or would the "Supreme Revolutionary Command" continue 
to be the eminence grise of the new regime? To be sure, the mili- 
tary eommanders who had taken an active and decisive role in the 
April revolution were not disposed to relinguish their power until 
it was evident that the new regime was established and could pree 
vent an early backsliide inte preeraevolutionary patterns of fovern- 
ment, hus, appointments te key pesitions became one of the 
eritical ecariy tests for the new President. Even though formal 
submission tc revolutionary leaders of candidates for appointment was 
not necessary, an understood criterion for appointment wag a relatively 
clean bill of health (primarily free from charges of subversion and 
secondarily without a record of corruption) plus an open alimment 
with the revolution, Another standerd which Castello Branco 
apparently tried to Pollow was to give preference to technicians 
and @ premium to experiences. 


Ag a vesult, the new Cabinet was more notable for its age and 

experlence than for ts new faces or advanced ideas. After the 

2¥st 100 days certain changes had been made. One substitution 

(the Agriculture Minister) hed taken place. The Cabinet had grown 
to inelude an Interior Minister and the chief of the newly-created 
Nationel Intelligence Service, The pesition of Minister for Planning 
{once held oy Celso Furtado) was reactivated and given increased 
importance. As the leadership ef the new government evolved, it 
became apparent that those Cabinet ministers exercising the sreatest 
in?fiuence were War Minister Cesta e Siiva, Minister for Planning 
Roberto Campos and Justice Minister Milton Campos, 


Following the revolution, almost ell government and semi-~ 
severrmmental agencies were placed under federal intervention. Two 
objectives motivated thig activity: (1) removal of leadership 
closely identified with the noxious quelities (subversion and/or 
corruption) of the Goulart regime and (2) investigations of the 
activities of the respective agencies. At the end of the firat 
1600 day period, most of these organizations (with the exception of 
labor organizations) had passed from the state of intervention into 
normal operation under new pro-revolutionary leadership. In some 
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Breaseuonost notably the labor uniongs--the new regime had to cope 
with another of Brazil's basie 411s, namely the shallowness of the 
competent leadership layer, Thue, in seme cases while the new 
lcaders were certainly more acceptable from an ideolegical point 
of view, there was no reason to assume that they would necessarily 
be more capable (or efficient} in carrying out their functions. 
The general pattern of leader substitution has Pollowed two lines: 
(1) the neming of technieians who are supposedly versed in their 
respective areas or (2) the appointment of military officers to 
head up the agencies. 


Castello Branco as an Emerping President 


Aithough apparently somewhat reluctant at first to accept the 
reapondibility of the Presidency, Castello Braneo has moved te 
cispel any doubts which may have existed concerning how he intends 
6@ exercise the functions of the office whieh he now holds, Whils 
the record of the first 100 days is understandably somewhat spotty 
and mistakes have been made, there can be little eritieism of the 
consistency with which Castello Branco has acted. He early estab- 
lished the goals of sane and stable government in which the Exeeutive 
would be the initiator eas well as the executor of many of the poli- 
ties. He indicated from the outset that meaningful reforms were a 
prerequisite to such government, and he has not waivered from that 
principle, 


tn epite of hia acceptance of the extension of hia mandate 
(wer his previous objections), Brazilians de not at present seen 
to fear dictatorial tendencies on his pert. ‘The oppesition to the 
new regime and its policies has thus far generally skirted direct 
attacks on Castello Branco, Even go, there are some who feel and 
fave publicly so expressed themselves that the Marshal made a toce 
quick adjustment to politics with a resultant sofeening of his 
attitude concerning the severity with which the revalution should 
be carried out (see below). 


Post-Revolutionary Investigations 


To provide a basis for ection under Artieles 7 and 10 of the 
Ato a massive Investigative program was mounted by the revolutionary 
authorities, At its geak over three hundred erficially commissioned 
officers were conducting investigations for the Federal authorities 
and numerous free-lance and “vigilante” investivators were making 
inquiries, in each State there were Investigating Commissions 
working under the direction ef the Governor, or in some cases, the 
nigsest military authority, State police and investigative units 
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participated in the program as did special investigative bodies set 
up in the various autonansus apes Cures: A majer ecordinating role 
WaS Carried out by the General & nvestigation Committee headed by 
Mershai Peupine de Resende, finely, each ef the four Brazilian . 
armies had special investigative teams. 


Reports and findines from the vericus investigative entities 
were forwarded ta the National SSCurity GouneLl for review and 
evaluetien, There were approximetely 92 offleers from various mili- 
t@rV OYSSnizsations en Pemporary cane bie National Security 
Council “4n commection with the activities related to Articie Lo, 

im general these men were divided ints teams of three men but in 

the case of former Preside oh Sugceline Kubltachek a teanor fifteen 
men was required in view of the volume of work, After review in 
tne Notional Seeurlty Counc’, $ne Goecuments were forwarded to the 
Pregiéent with a recommendation far eetion. Offieers at the NSC 
prepared a total oF about 1500 recommendations fer action under 
Article 10. Thaise Pfieure was cub to 1200 ty Tt. Col. Joao Batista 
FLaueirede, Direetor ef the National Enrormation and Counter 
intermation Service, befere forwarding te the President. The i resi~ 
dent further reduced this number drastically (see below). , 


investigations for pessidbie actions under Art icle 7 of the 
fnatitutional Aet will esntinue until Getober S$, 1964. These 
investigations, however, are being conducted by fermally constituted 
investicative ageneies such as the State Police and Army intelli- 
senee and net by special? Ly ereated investisative teams which wers 
adisbended shertly alter yune 15, 


The First, 60 Days: __artiele | iO and its Bffects 


Perhaps the moet controversial previsions of the Ato Institue 
efonsl were those ef Article 10 which enebled the revolutionaries 
SG carry out @ cleansing process by art Qtrarily ‘cancelling electoral 
mandates and/or suapending political yiguts of eitigens fer a 
peried of ten years. Yhe application of these sanetions was not 
subject te judicial review or the normal richts of self-defense, 
BV@N 66, @35 8h anewer to the neteumisual po ete-revelutionary paredén 
methods, the Article 16 messures must be considered to have been 
mild, Perhapa Lt was this very quailty wash mace Article 10 «4 
POLoLeai ly explosive weepan, apt to be almest as dengercus Por 
those using 2% 23 for ° chose SBeALrst whem 45 was used. 


Under the tarms of the Ate itself, the Supreme R volutionery 


Command was empowered to apply rtiele 10 un ii the new President 
took office. Fe POllowing the inauguration, President Gastelio Brance 
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Loy the Sto} hed a period ar 60 dove tuving which ne could apply 
che aeons oe SAaReE LOMA WoT one racoumendation of the Netional 


eS, 


iy 


e 
é 2 


| AS has been 3 ated, Cia ergs ‘the Piret Four ‘days of the Ato 

An ste tucdonet tA "Supreme Re vole TLONALY Command” deprived 
Seraninene o SSetit ‘ans of their political glents., Et was widely 
antLeip iced that this awa aping “application would set the tone for 
farther gibi hyentead in the geme vein. 3n sli parts of the country, 
military and civilien autheritics carried out investigations and 
forverded aie te the Neticnal security CouneiL for consideration. 
bepectally among the apts BUUPOLTLers of the revelution, it was 
generaily assumed that a thereoush house-cleaning would take plaes, 
“Usreover, there was a general expeetatis on hes Presid dent Castello 
Brance would take advantage ef the suepensful elimate created oy 
ne Artdeze 18 perlod te foxes THrOUEs Giher politvieal reforms 


xz 
deamned Cesirabie. 


TRUS te mermr of the revolutions su {ppor SPs, Castello Branee's 
eavner cautious usage ef Article 16 was dis apeoteetar, On May ahem 
BiMOSt tires week's after ee officeaesthe President Pirst 


Laveked the artiele te suspend the volitical inte of exeRio State 
Geverner Bacser Sliveirs {who nad “been +mpes acned by the State 
fSasembly-oafter some military Srompeing Other lists published 


in May arfeeted personages an Rig Grands ao Sul end in Golag. 
However, after semethings of 2 Clirr-hanging experience, Goias 
Governor Mauro Borges wag apared. 


Pa. PoLaliy aS a sop to the prosArtie ie 10 pevolationavties (put 
certainly in cenfermanse with bis ov wa conscience on the matter}, 
Pyreal dent cestello Brance on dune C took the single most contra- 
Yergial Gtep in the Article 2¢ Brae cess DY cancelling the mandate 
enc Suapending the political rights ef Senator (and “exePreaident) 
guscelinge Kubitechek, Hub witschekt & cage had been a controversial 
ene with days of paychsloxgical eee a public discugsien 
of the pros and cona of the act. In spite of the international 

Purer that the Rat cause at, cca poneetiseiode were surprisingly 
aida (considering the fact that Rubiteckek was the front-runner in 
the 1965 scheduled presidential race), 


the action ageinet Nublitachelk and the concomitent wublication 
of & Ast “oF 3° other chtlgens wie lost thelr political rights 

only served te whet aral ad ce appetites ef those whe saw tn Artiele 
10 the chance for a thorough-gol BE BOLE speculation inereased 
concerming the compositdon of a Pinal “13 Late (huge list} which 
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would be published prior to the June 15 deadline for application 


of Articie 10, Pressure was also breught to bear on Castello 
Brance te extend the time period during which Article 10 could be 
ugedeo-.g temptation which the President firmiy and consistently 
gurned dewn. 


The publication of the final lists over the week end of 
June 13-14 included a m@re 110 nomes; earlier predictions had run 
in the neighborhood of 300-400, Certainly many of those who had 


assembled information and made recommendations concerning individuals 


were disappointed with the President's use of the ‘“once-in-a-life- 
time” weapon: CGastelio Branco had suspended the political rishts 
of 211 individuals during the sixty-day veriod--cenly 44 more than 
tne Suworeme Revolutionery Command had simnilerily punished between 
April 10 and April 15 and only 56 percent of the total of 37° 
individuals who lest their political rights. 


Reflecting on the previsons and execution of Articie 16, it 
aeems to have been a mixed blessing. Unéoubtedly there was a 
necessity of ridding the revolution of these elements antithetical 
to it. At the game time, the execution of the act obvicusly 
resulted in the punishment of many relatively small individuals 
(4.@,. mayors, local labor leaders, city couneilmen, etc.) wiile 
it missed such big (and, from a Brazilian point of view, obvious) 
eulpritsa as Senetor Erimirio de Morais, San Tiago Dantas, Adhemar 
dé Barros, Evandro Lins e Silva, ete, Faced with the dilemma of 
sarrying the Article 10 sanctions to their logical extreme or of 
doinme nothing, Castello Braneo came up with a compromise which 
predictably did not completely please anyone while it at the same 
time completely displeased many. His use ef the controversial 
measure was undoubtedly wise and statesmanlike in light of his 
formidable task of reconstruction; at the same time he will probably 
ve long-haunted by those whe will not miss a chance to biame future 
iiis on nis cautiousness. 


Arrests, Releases, Exiles... 





Among the more frustrating aspects of the first 100 day period 
have been any attempts (either on our part or, seemingly, on the 
part of the GOB) to determine exactly how many individuals heave 
been errested in the wake cf the revolution. Much of this frustra- 
tion stems from the fact that arrests and imprisonments were carried 
on by several independent agencies-<-the military, state police, 
minieipal law enforcement agencies, ete, Initial reports rather 
vaguely referred to "thousands" of prisoners. CGertainly large 
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numbers of persons were detained at least-temporarily during the 
early post-revolutionary period when the overflow of prisoners was 
handied on "prison ships" (sctually luxury liners pressed into 
service), and by other temporary expedients. 


At the same time, many of the individuals, even these who were 
prominent members of the Goulart entourage such as his last Labor 
Minister, Amauri Silva, were released after being held for a few 
hours. Proddeé by international as well as domestic publize opinion, 
sictieexieamenx the GOB made some attempt to compile statistics on 
the issue--without notable success. More importantly, the Chief 
of the post-revolutionary investigating mechanismmde it abundantly 
clear that prisoners would have te be released after a Pifty-day 
detention uniegss specific preventive arrest was decreed on an 
individual basis. Apparently there has been fseneral compliance 
with this ruling. 





In late July, a National Security Council source atated that 
only 13° were under arrest, On the other hand, a source in the 
General Investigation Committee placed the figure at nearer 1000, — 
stating thet of those about 500 Would be detained in prison for 
presecution. 


Tt hag been somewhat easier to determine the whereabouts of 
some of the prominent individuais whe lost their political rights 
under Article 10. Many of these have gone into political exile. 
EixePresident Goulart went to Montevideo in company with Leonel 
Brizola, Darei Ribeiro, Waldir Pires, Dante Pelacani, Eloi Dutra 
and others. Ex-President Kubitechek repaired to Spain and thence 
to Portugal to attend his daughter's wedding, following which he 
planned a lecture tour in the United States. Yugoslavia is the 
base of operations for ¢x-presidential press secretary Raul Ryff; 
ex-deputies Bocayuva Cunha and Almine Afonsse and others. Ultima 
Hora's Samuel Wainer went to Paris after a short stay in Chile. 
Exe Justice Minister Abelardéo Jurema is in Lima, writing a book 
about the revolution. 


some other notorious pre-revolutionary figures have seemingly 
disappeared. PCB president Luis Carlos Prestes has apparently not 
yet seen his eighth child, born after the revolution. Others--such 
ag ex-e-PresiGent Quadros--have manamed to get a few headlines but 
menerally continue to carry on an sbnmermally quiet life. Finally, 
gome of the heroes of Goulart days are in prison--Francisco Juliao, 
Miruel Arrais, Paule de Tarse, ete. 


The overall record of treatment of the “enemies” of the revolu- 
tion thus reveals the ugual amount ef Brazilian disorganization, 


Sheree 





Docld: 32459064 Page 16 


HW 43265 


Shen Aas e/T/64 
eee Page 17 of 56 
Rio de Janeiro 


ifeniency and good will--which is not to say that scattered reports 


of police brutality andicuxnsuppucsaiex are not without foundation. 


Executive-Congressional Relationships 


aie t 





Reflecting on the first 100 days, one might say that in spite 
of gome obvious stresses and strains, relations between Castello 
Branco and the Congress evolved along remarkably fruitful lines. 
Even so, this admirable record is, in the final analysis, perhaps 
due less to any change of heart on the part of Congress or the 
change in presidential leadership techniques than it is due to the 
arter-effects of the revolution iteself--expecially the special 
pressures brought to bear through the Ato. 


Certainly Conmress' behavior can be better understood after a 
recapitulation of the fects that Article 10 of the Ato had on 
that body: 44 Federal Deputies and 24 of their alternates (suplentes) 
lost their electoral mandates and had their political rights 
gugpended, The same sanctions were applied to two Federal Senators. 
The net effects of this purging have been of mixed values. On the 
positive side of the ledger, the virulently xenophobic sector of 
Congress, was seriously crippled. From a less sanguine point of 
view, /resultant process of substitution did not always enhance 
either the stature or competence of the body. The ironies of the 
situation were amply illustrated by two specific cases, Recife 
house painter Luiz Pereira da Silva (recipient of 125 votes in the 
1962 elections) inherited the seat left vacant by peasant-learuer 
Franciseos Julige. Likewise, the Guanabara PTB was so reduced that 
Miguel Batista dos Santos (who had received 240 votes and who is a 
member of the PCB Centrai Committee) became theoretically eligible 
to assume a seat in the Pederal Chamber. 


Congress' cooperative performance is thus probably more 
reflective of a time-honored adjustment te a new realidade brasileira 
than it is of any changes in the basic complexion of the bedy. 


Following the publication of the Ato, Congress quickly alimed 
its modes of eperations with the new situation. As executive- 
congressional relations evolved during the period, there was some 
opvious mutual discomfiture. The Congress, its freedom limited by 
the provisions of the Ato and the implications of the revolution 
itself, felt its way carefully in an attempt to re-establish a 
Gistinct and independent personality. On the part of President 
Castello Branca, there was an obvious awareness ef the "rubber 
gtamp” complex which Congress was suffering. As a reguit, the 
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President delayed until after the June 15 deadline for the applica- 
tion of Article 10 before he began to handle controversial issues 
through the Ato's Article 3 and 4 provisions for special congres- 
sional consideration of executiveeproposed amendments and legisla- 
tion. Thus while Congress collectively remained under the gun, 
individual members were freed from the prospect: of vindictive 
action being taken based on positions taken on controversial issues. 


The Castello Braneo government received formal congressional 
support through the early formation of a majority bloc based 
primarily on the UDN and PSD with small party participation, The 
PSD subsequently withdrew to an “independent” position following 
the cancellation of Kubitsehek's mandate. In actual practice, the 
GOB hes not relied so mich on its "majority" adherents in Congress . 
as it has on a shifting pool of votes which renges acrosg the 
political apectrum depending on the issue involved. For example, 
the conservative, internationalist ecliements of the UDN and PSD have 
formed the major base of support for much of the administration's 
economic program; conversely, a more liberal combination (ineluding 
a najority of PTS members) joined. together to pass such political 
Measures as that providing for the majority election of the Presi- 
dent. . 


<t should be noted that Castello Branco has relied more on the 

revolutionary momentum and the Ato procedures te get what he wants 
from Congress than on any careful cultivation of the legislators 
themselves, This evidently dees not reflect any disparagement on 
the President's part; if reasoning beyond the inner logic of the 
situation must be found, it might well be a simple application of 
the direct leadership principles which have long been a part of 
Castello Brance’s life and character. : 


Growing out of these factors, we note that there has not been 
any notabie increase in meaningful dialogue between the executive 
and the legislative branches. | (tinder Goulart such a 
Glalogue was extremely rare.) ‘This has resulted in the submission 
of measures to Congress which would seem to have been rather 
sketchily thought out. A prime example was the GOB-propesed con- 
stitutional amendment dealing with the majority election provision. 
The original- proposal was politically faulty, even from the point 
of view of the "revolutionaries"; happily Castello Branco has 
proven to be flexible enough tc permit Congress to modify such 
prerpesais. : 


Specific legislative accomplishments are discussed elsewhere 
in this report. For a detailed discussion ef Castello Branco's 
ca with parties in Congress, see Brasilie's A-135 of July 22, . 
419 _ 
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Cpposition to Castello Branco Government 


During the first sixty deys of the new regime there was little 
evidence of opposition, Thig was undeubtedliy due to the Article 10 
Dameclean Sword. From the political right, the “hard liners" 
continued to hope that the GOB would use this special weapon to 
purge all elements of the "enemy". Frem the left, the dangers of 
the game resulted in well-counselled silence. | 


Since the June 15 expiration of the application of Article 10, 
opposition has predictably begun to develop gradually aecress the 
political spectrum. This coposition has net gene much beyond the 
grumbling stage, although there are ascuttered reports of anti- 
goverment plotting, The Castello Beance administration is aware 
of this not unexpected opposition. The GOB’s evaluation of the 
effectiveness of the oppositicn--and conversely the streneth of ites 
own positions-o13 probably best illustrated by the "full steam 
ehead" policies which Castello Branco is following. 


With the Communist movement at least temporarily forced under- 
ground and with the Goulart and Brigole leftist elements not vet. 
recovered from their post-revolutionary disarray, it is not 
surpriging that the oppesition of more Immediate coneern should 
come from within the ranks ef the "revolutionaries", It is almost 
a trulsm to state that the pelygiottous group which had united to 
depose Goulart should soon show Givisions. By way of recapitula- 
tion, we note the following major political currents as having 
played an important revolutionary rsle: (1) officers ef the Armed 
Forces and their civilian counterparts whose chief preoccupation 
was the communist infiltration and dishonesty exiatent within the 
Goulart regime, but who @aNwemssiz Poel that the existing Brazilian 
social, economic and political structures are archaic; (2) officers 
of the Armed Forces and their civilian counterpartea whose nearly 
exclusive motivation seems to have been the restoration of a status 


guo ante with an additive element of henesty--e.f, honest soverme 


ment without Goulart end witheut reforms; (3) somewhat reluetant 
individuels (especially seme politicians) who endorsed the regime 
belatedly after it became apparent that Goulart had lost (this 
opportunistic” group is undoubtedly principally interested in 
"using” the revelution for ita own ends.) 


The general anti-refoermiat opposition to the Castello Branco 
administration has reguited in an alliance ef convenience amons & 
mumber oF individuals and groups. Certainly the most regctionsry 
position of ail in this respect is taken by the rural landholders 
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wicees militant opposition to agrarien reform (read land redistrie 
outien) is test reflected through the more highly-organised S&o 
Paulo rural producing elass (ace Sho Paulo's A-7 of July 9, 1964). 
fhe anti-reformists have found perhaps strange bedfellows in the 
“nard line" military officers (see separate discussion below), 
even though many of the latter base their rightist opposition on 
anti-comuniam, antieleftism and anti-corruption rather than on 
anti»reformiam, Still another ally has been found among some 
industrialists who regent GOB economie/financial policies which 
have had the effect of restricting credit. 


This general opposition current has found its clearest 
exoression in Guanabara Governor Carlos Lacerda’s stand to the 
effect that solutions to Brazil's problema will be found through 
gooc administration and honest gevernment rather than through 
reforms (Embassy's fe 53 of July 14 ). ‘hile the flery 
Lacerda hae moved back from the opposition brink, there can be 
little question about the fact that he is regarded by many as the 
natural header ef this group. | 


im center Pileld, the followers of exePresident Kubitschek are 
bitter abtut having lest their best chance to regain power in 1965. 
hudlitachek's own PSD desided somewhat meaninglessly and hypocriti- 
cally to take up an "independent" position vis-aevis the Castello 
Branco government after the June © action against the party’s 
ic¢acer, From seifish motives, this sroup knows that it cannot 
remain out of power too long or its patronage winnings will melt 
away. ALL indleationsa are thet the party will thus continue to 
opt for collaboration with the GOB rather than take up the eudgel 
of artifielal scpposition. 


From jeft-of-center, the moderate PTE leaders are not as 
unhappy with the current situation as their public statements might 
indicate. With the passing of Goulart, & arest costume-changing 
act is going on behind the curtains. Meny of the younger secondary 
party leaders are preparing te assume new and majer rolea in the 

all new and democratic too" FYB show. The ultraenationaliats whe 
in the past have done well by lining up with the revolutionary left 
show signs of continuing this policy. However, this opposition 
group remains seriously disgorgenized and cemoralised after the first 
LOO days of the Castello Brance adninietration. 


in generel, leftist oppesitien might be more of a long-term 
threat te the GOB than epposition from the right. However, at this 


time, the near-amputation of leftist leadership, the fear of further 
goverment reprisals and the alreadyenoted pest-revolutionary 
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disorganization have combined to impede articulation ef leftist 
oppesition., Furthermore, the long-standing alliance between the 
ultra-nationalist and extremist elements with lefteleaning liberals 
ig somewhat endangered by the reformist tendencies exhibited by 


the Castello Branco government. The President himself has appealed 


publicly for the support of the ‘hon-subversive” left, and he is 
fully conscious of the dilemma he is pesing for them: on the one 
hand, they are naturally predisposed to oppose the government which. 
sericusly crippled their functioning organization; on the other 
hand, it would be hypocritical, if not politically dangerous, for 
this segment to take stands against those reform measures which 
they have long espouged. 


Some of the factors causing dissatisfaction (and hence poten- 
tial oppesition) among such ercups as students, labor, etc., are 
discussed below under “attitudes” towards the revolutionary regime, 


Status and Activity of PCB and CPB 





During the first 100 days of the Castello Branco administrae 
tion, the Brazilian Communist Party (PCB) was principally occupied 
in reorganizing its badly-~scattered forces, The national leader- 


ship of the PCB itself escaped relatively unscathed. However, the 
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party suffered heavy losses among its rank and file members, PCB 
front organizations such as the CGT, PUA, ULTAB and FULTAB, have 

been closed down. Publication of Noves Rumos stopped with the revolu« 
tion. The two known members of the PCE Who Were federal deputies, 
Marco Antonio Coelho and Demistaclides Batista, had their mandates 
cancelled and political rights suspended for ten years. A similar 
fate has befallen many of the PCH leaders prominent in the labor 
union area and in the PCB fronts. | 


Many of the important PCB leaders, including Oswalde Pacheco 
da Silva and Oswaldo Stafford da Silva, have sought asylum in other 
Latin American countries on instructions of the PCB. 


Of the fifteen most important national leaders of the PCB, only 
Carlos Marighella has been imprisoned. Uffective Leadership of the 
Party has passed to Giocondo Alves Dias. 


PCB President Luis Carlos Prestes has been discredited within 
the PCB by his failure to remove or destroy extensive notebooks 
decumenting party activity. These notebecks have fallen into the 
hands of the police. The PCB prebably correctly assumes that it 


will suffer further reverseez as Brazilian security services analyze 


and act on the information exontained in the netebooks. 
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The national leaders of the PCB still have no clear idea of 
the condition of the PCB in Rio Grande do Sul, Bahie, and other 
importent states. Members or representatives of the Central 
Committee are now traveling more freely, and the national leadere 
reportedly will soon attempt to re-establish contact with all state 
committees of the PCB, 


in its initial assessments of the post-revolutionary political 
situation, the PCB generally has adhered to ita pre-revolutionary 
line of united front tactics and the peaceful advent to power. The 
debacle suffered by the Party as a result of the revolution, howe 
ever, has given new strength to sueh PCB leaders as Mario Alves da 
Sousa Vieira and Manucl Jover Teles who advocate violent resistance 
to the Castello Branco government. On the basis of a recent doeu- 
ment of the Central Committee, it appears the PCB is moving towards 
a& more militant line. Even Gliocondo Dias, considered a strongly 
Moscowe-orlented moderate, has said that the PCB must prepare itself 
for the possibility of guerrille activity in the rural areas. The 
anticipated temporary replacement of Dias oy Mario Alves while the 
fermer undergoes medical treatment may signal an even further 
hardening of the PCB line, | a 





Leaders of the tiny, but strident, dissident Communist Party 
of Brazil (CPB) are reported to have recently joined forees in 
Séco Paulo with militant members of Acto Popular and of the Trotskyite 


movement. The CPB is also reportedly publishing a clandestine anti« 
government newspaper, | 
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_The Role of the Military 





In spite of the remarkably rapid adjustment thet Castello Branco 
has made to political life, there is nething to indicate that his 
awareness has been Lessmed concerning the necessity of maintaining 
military supporte-preferably united military support. The President has 
achieved this objective to a remarkable degree ©.’ considering the 
diversity of opinions within the military and the process of political 
polarization whieh had taken place under the Goulart regime. Even 
Bo, the firet 100 days were marked by an undercurrent of rumors and 
speculation as to divisions inte “hard line" and "soft line" groups 
anons the revolutionary military officers. 


The President's apparent ability te maintain suppert of the 
majority of military officers is both a tribute to his leadership 
and a probable indication that most Bragilian military figures cone 
tinue ts prefer their histeric reputation of being apolitical, i.e. 
they are “neutral-liners”, Concomitantly, Castello Branco hes 
effectively exerted his authority. He firmly resisted “hard line’ 
pressure in favor of extendizn the peried for applying Article 10 
sanctions. He made only the slightest sort or a bow to the right 
in hig action against Juscelino Kubitschek. The already-noted 
eautious use of punitive weapons in general is an even clearer 
examyle of his determination to follow a mederate policy of 
reconciliation. 





It thus appears after the first 100 days that the "hard line” 


‘elements are currently net a serious threat to the regime. Castello 


Branco has found it possibis and advisable generally to imnore then. 
Even #0, a8 the initial revoluticnary ewphoria reeedes into the 
Gistance to be replaced by latent discontent growing out of 
unsatisfactory economic and social cenditiens, the “hard line” 
militery figures could become more of a preblem. Opposition to the 
regime on the part of such figures es Lacerda could also tend to 
Stir up middle grade and junior officers. 


Coincidentally, much ef the semewhat amorphous "hard line" 
activity swirls around the venerable figures of the one-time mili- 
tary ministers who tried to prevent Goulart’s accession to the 
presidency--retired Navy Admirel Sylivio Heck, the Army's retired 
Marshal Odilio Denys and Air Feree Brigadier Grun Moss. ‘The Air 
Attache reports that "s significant percentage of BAF officers” 
support. Grun Moss, although the group ‘does not present any immediate 
threat... The Naval Attaché feels (and we concur} thet the Heck 
phenomenon is more of a personal political gambit than a military 
pioy. Most Navy officers appear to be reasonably satisfied with 
the regime, The most important sector for real or potential splits 
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continues to be the Army. In spite of some obvious persenal 
differences of opinion on methodology, ete., Gastello Branco has 
thus far received the full support of War Minister Costa s Silvace 
still considered to be the single most important element of 

control. (Costa ¢ Silva's atand for extension of the President's 
mandate cannet be considered to have been ea breach in this loyalty, 
since the President had privately let it be known that he would 
accept such extension, ) Thers have been continued “e@ge references 
te a “young turk" element within the Army, but organization, 


objectives, and leadership do not appear well ‘developed: - 





Despite these rumblings, the Embassy feels that at the end of 
the first 100 day peried the “hard line" mevement did not present a 
new revolutionary threat but rather it is a pressure group which | 
/ might make more vigerous efforts te impose its will on President 
Castelle Branco. : 


An entirely different aspect of the post-revelutionary milie 
tary situation is presented when the political unity (rather than 
political diversity) within the officer corps is considered. 

During the early days of the Castelie Braneo administration, milie 
tary influence was frequently avidenced--especially in appeintments, 
removals and substitutions of persomnel. Of the six pest-revolu}= 
tionary changes in governorships, fer example, three vacancies were 
filled by military officers (the civilian vice-geverners of 
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Pernambueo and Sergipe acceded to power; a eivilien took office ag 
governor of Amazonas). Military interventors were the order ef the 
day in government agencies and autarchies, and in many cases, milie 
tary figures stayed on in positions of control after intervention 
was relaxed. | 


iikewise, one factor which contributed heavily te Congress! 
action extending Castello BSranco's mandate was the support given 
through the publicly taken position "as e private eitigen” of War 
Minister Costa e Silve. As has already been noted, the military 
has performed the major investigative funetiong inte the evils of 
the previous regime, 


io keep the military content of the present regime in proper 
balance, several factors should be recorded: (1) the military 
officer corps presented the revolutionary government with the most 
readily available, competent end trustworthy leadership pool upon 
whieh they could draw te £111 vaceneles: (2) the military is the | 
normal ang logical organ im Brasil to carry on much of the investi- 
gative work into subversive activities; (3) the Brazilian people. 
are by-and-large grateful for the militarys role in the revolution 
and, far from resenting ‘the posterevolutionary activities of their 
uniformed compatriots, the citizenry has generally expressed public 
endorsement of this activity. 0 <- - , 


Turning, then, te the essentially unified position of the 
revolution-endorsing military, two noteworthy points become evident. 
(1) The “revolutionaries” are thoroughly convineed of the elose 
call which Srazil had: consequently, they feel that the revelue 
tionary victory, even though remarkably pacifie, was not a sure 
bet. (2) Growling out of this psychological milieu, the military is 
determined not to repeat what they dsem to be the errors of past 
parallel efforts. Thus, the military position takes on something 
of an aura of a crugade, the commanding cress of whieh is the 
eradication of the "Vargas legacy" --defined a3 being the recurring 
pattern of the matual-feeding evils of corruption and subversive 
leftism in gevernment--through a combination of immediate and 
slowereacting measures. (It should be noted that some differences 
understandably exist concerning what measures have to be taken now 
and whieh can and should be postponed for a time.) oe 


The current determination of the military in regard to this 
last point should net be underestimated. An auxiliary facter is 
the gupport the thesis continues to receive fron non-military 
sectors. The net result has been expressed in acts sueh as the 
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extension of Castello Branco's mandate (to give him a longer period 
of time to achieve the desired geal), military endorsement of 
gevernment policies--even in the economiec/financlal fieldg--etc, 

As hes been noted in tne field reporting during the period, the 
"ataying” quality of the military is apparently inversely propor- 
tional to the success which the GOB achieves in solving basie 
problems and moralizing the government. Suffice 4% to be said that 
during the first 100 days, the military gave the definite impres- 
gion thet only an “aeceptable" candidate will sueceed Marshal 
Castello Braneo-<-with "acceptable" individuals not yet having been 
chogen, : 





New emphasig was given after the revolution te the perennial 
debate over “political reforma". The Pirst 100 days ef the new 
govermment were marked by a rash of new and old proposals concerning 
wheat should De dene to improve tha Brazilian political system, 
briefs for and against a parliementary system ef government were 
dusted eff, The idea of instituting a system of district repree- 
sentation was widely discussed. Almost all politicians agreed--at 
least in principie=-that a reduction in the number of political 
parties would be highly desirable. What emerged from this welter 
of confusion were two basic facts: (1) there was general agreement 
that the existing political mechanisms had proved to be inadequate 
to meet the challenges of a developing Brazil end therefore (2) the 
peculiar climate existing in the wake ef the revolution should be _ 
utilized in order to bring about the desired changes, At this 
point, of course, the unity of thought eplintered. At times it 
seemed ag if each individual of any political stature at all had a 
different idea on what medicine would eure the patient. However, 
the docter actually performing the operation was Castelle Branco, 
and he did not long hesitate in tackling the problem. 


Majovity Elect 





1on of President 


On June 24 President Castello Braneo proposed six constitutional 
amendments to be acted on by Sengress under terms of Article 3 of 
the Ato. Among the measures wag a propesal that would modify 
existing political processes so as to bring about the election of 
future presidents by a majority ef valid vetes east. Failing . 
this, the election would be referred te Congress, where the 
plurality winner in the direct elections would compete with new 
candidates in a series of elimination votes. 


the controversial measure was hotly debated (within the 
prescribed tine limits). As the discusaion developed, it became 
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clear that Castello Branco vas committed to the leudible goal of 
evadlcating the inherent weaknesses which plague any minority 
President: he was not, however, intranalgent in his position 
concerning the formula to be applied to achieve this goal. Thus, 
when the joint congressicnal committee established to study the 
proposais cast a faverable July € vote on the issues, the majority 
election provis&en had been considerably modified, For ea few days 
the measure seemed imperiled; Governor Lacerda returned precipi- 
tantly from the United States to take up the banner of articulate (if 
increasingly isolated) opposition to the measure, However, on 

duly 22, Congress completed the two required votings (or ‘eonsidera- 
tions’) on the issue--held within a one-week period=-in both of whieh 
it gave apprevel toe the emendment, 


HS Passed by Congress, the amendment providea for a direct 
presidential election. in the likely event that ne candidate 
receives a majority of veild votes cast, the plurality winner's name 
will be submitted te Congress. Uf this candidate receives an 
absolute majority endorgement from Congress, he will beeeme the new 
President, In the (entirely likely) event that the Congress does 
not give such approval te the candidate, a runeoff direet election 
will tbe held throughout the country in which the two most-voted 
candidates in the original race will compete against each ether. 

ya Vice-President will be elected by virtue of his running mate's 
Victory. : | 


2n@ long-range implications of the majority election provision 
are multipie. Presumably the mechanics new in effect will discourage 
Spurious or marginal candidacies and therefore eneourage coalitien 
guppert of viable candidates. Such ea development would seem to be 
a body-blow against the already-structurally weak "small parties"; 
however, the majority election dees not explicitiy bring about the 
reduction in the number of political parties. The mest ebvious _ 
and positive attribute of the measure is the fact that Puture Presi-e 
Gents will enjoy a clear mandate: from the people. Theoretically, 
the system should alse benefit from the fact that the majerity 
election will be a very difficult prize to be won by primarily 
personalist politicians; party organization end structure should 
gain importance threugh this provision, 


The effect ef the majority eleceticen on party pesitions and 
the fortunes of prespective candidates is not ertirely clear, 
although some observations can be made at this time. Lacerda's 
hopes hed been based on 2 plurality victory (such es the one he 


received to become Goevermor of Guenabara. } his vigorous opposi- 
tion to the majority election measure, Lacerda accurately refleeted 
«Senne 
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the thinking of many to the effeet that his chanees of winning under 
the new rules would be: considerably diminished: Similar arguments 
mignt be forwarded in relation to Adhemar de Barros, the other 
remaining stilledeclared 1966 hopeful. 


From the point of view of political parties, the new rules 
give inereased value to the maintenanes of the traditional PSD-PTB 
coalition. Assuming that the—balenee—ef-congressienal (and veting) 
power does not materially alter, thia coalition should theoretically 
be able t6 (I) bleck absolute-mafority approval in Congress ef any 


candidate unacceptable te them; (2) cenversely, the cealition should 


be able te give such an absolute majority to their own candidate if 
he should be the plurality winner in the first runeoff; (3) if the 
igsue is submitted to the people in the second direet election, the 
PSD@9 PPS would ceunt on the probability that a center-left candidate 
should be able to defeat a center-right candidate in a two-way 
rece, Faced with this prospect, it would not be surprising if other 
political parties were to suppert anti-coalition measures which 
would force the PTB and the PSD to run independent candidates; at 
the game time, other parties are likely to cover their beta by 
working for coalition etrength themselves, although there are few 
meaningful “naturel aliiences" among Brazil's fractionalized party 
structure other than the PTB-FSD srouping. 


Castello Branco's Mandate Extended 


During the pericd of the joint congresational committee's con- 
sideration of the exeeutive-proposed constitucional amendments, 
Senator Jo&o Agripine introduced a "sub-amendment" to the majority 
election item which dealt with the extengion of Castello Branco's 
mandate. The issue rapidly beeame the most hotly-debated item of 
the lot. Opponents led e losing battle (ceptained by Carlos | 
Lacerda) based on the arguments that (1) Castello Brance himself 
had repeatedly publicly rejected the idea of such extension; (2) 
the Ate specified a turnover of power on time-oi.e, January 31, 
1906" and (3) an extension would establish a dangerous precedent 
& la Estado Novo. Governor Magalhies Pinte raised the flag around 
which supporters of the amendment ralijed. Their vasie arguments 
were that (1) the Castello Branee administration needed the addi- 
tional time to “consolidate” the revolution and (2) the extension 
or the President's mandate would bring about se coincidence in 
wandates of elected federal office holders. 


Looking beyond thege public positions, it was evident thet a 
deeper political motivation on the part of both adherents end 
detractors was the political advantage to be gained or lest, 
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Lacerda advanced a frank thesis (which seems to have also been 

held by some of hie chief opponents) that any "vevolutionary” candi- 
date would have a better chance of winning the presidency in 1965 
than in 196G--based on the logic that the “opponents” of the revolu- 
tion would still be in a state of some disorganization and discredit 
at the earlier date. The opposite of this argument was equally 
defended by revolutionary figures including War Minister Costa e 
Siiva--namely that success of the Castello Branco administration 
will ensure an sasier 1966 victory for an acceptable successor. 


The issue was not submitted by the executive under the special 
Aso rules, However, in the absence of any concrete parliamentary 
proteste from the administration, Congress proceeded to lump the 
issue with the other prepesals. The first vete on the issue resulted 
in a bare absolute majority (205 members) of the Chamber voting in 
favor; this minimum was achieved only after some definite pressure 
tactics. By the second vetting, however, the supporters of extension 
had more carefully iined up their support and 23’ deputies joined 
the necessary Senate majority to pass the measure. 


Essentially the Asripine amendment provides that: (1) elections 
for Federal deputy, senator, president and vice president shall be 
held simultaneously throughout the country; (2) the mandates of the 
eurrent ineumbents are extended until Mareh 15, 1967, with the next 
elections now scheduled to take place in the Fall of 1966; (3) from 
henceforth the presidential and viceepresidential terms of office 
will be of four year's duration, 





Perhaps no single measure proposed by the administration on 
June 24 aroused deeper political feelings than the suggestion that 
Limited voting rights be granted to illiterates. According to the 
constitutional amendment submitted, these previougly proscribed 
individuais would henceforth be permitted to vote in municipal 
elections. Even before the isave was forwarded to Congress under 
terma of the Ato, debate became heated with charges that Castello 
Branee was resorting to Goulartist demagogy, ete. #ven so, the 
joint congressional eommittee veted favorably on the measure along 
with other proposals. In the first voting, the Chamber mustered a 
bare absolute majority (205 vetes) in favor of the item although 
the Senate gave more than adequate support. The secend time around, 
the Chamber only gave 201 votes in favor of enfranchiging the 
illiterate: thus the measure failed by four votes. 
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Tne edministration obviously did not work very hard for 
passage of this perticular measure. Thus while “there were overe 
tones of a teste-of-strength of Congress’ ability to reject proposals 
forwarded under terms of the Ato, the amendment’s submission seems 
to have been more of a political ploy which Castello Branco used 
as a hedge against leftist criticism than a point to which the new 
governnent was firmly committed. At any rate, its rejection has 
not resulted in any notable lamentation on the part of the adminis- 
tration. The real test of Castello Braneo’s intentions on this 
particular issue will come in the submission (or lack thereof) of 
the measure in a modified form, 


On a lesser seale, the configuration of the Brazilian electorate 
was modified by the final duly 22 passage of a constitutional amend- 
ment which extends the right to vote and held elective office to 
ali literate members of the armed forces who are in full pessession 
of their political rights. Members of the military who run for 
elective office will be transferred to inactive duty during the 
campaign. Military men who have less than five years of service 
will have their armed forces! status terminated upen becoming 
candidates; those with longer service who are successful in their 
political efforts will be transferred te the reserve or retired 
upon taking affice, 


Major Organizational Changes Within Executive 


For the most part, the new GOB has continued to operate with 
essentially the same orgsnizational and bureaucratic structure 
which existed under Goulart (much of the structure is fixed by 
law). There was, however, a nearly complete turnover &n the 
personnel at the policy-making and top exeeutive levels. 


in addition, three basic organizational changes which took 
place during the first 106 days were of particular interest. On 
dune 13 Congress approved the creation of a National Intelligence 
Service (SNI). The principal mission of the SNI was deseribed as 
the "supervision and ccerdination of intelligenee and counter- 
intelligence activities throughout Brazil, particularly in those 
matters which relate to National Security..." resident Castello 
Brance almost immediately appointed retired Amy General Golbery 
do Couto e Siive as Chief of the SNI. The position is at the 
Cabinet level. Upon assuming his post, the General commented that 
hig would be a ministry of silence--i.e. playing down any internal 
propaganda functions which might be attributed to the SNT and con 
versely pointing up the intelligence-gathering nature of the body . 
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in @ related change, Cagtelio Brance has given increased 
attention to plans for strengthening the Federal Police. He has 
instrueted the new head ef the Federal Department of Public 
Security, General Riograndine Kruel (brother of Second Army 
Commander Amaury Kruel.) to develop plans for such improvement. It 
is anticipated that the next step will be the substitution of a 
Federal Investigation Department (DFI} for the current Federal 
Department of Public Security. The close coordination and collabora- 
tion between the SNI and the possible DFI would de much to improve 


law enforeenent procedures. 


In the third major bureaucratic change, Congress appreved the 
President's plan to create a Ministry of the Interior. The new 
Ministry is charged with overseaing the activities of a number of 
amportant auterquias, including SUDENE, SPVEA, and the Federal 
ferritery Administration. Revolutionary General Cordeire de Parias 
assumed office eas the Cabinet-level Minister of Interior on dune 24. 
There were seme rumors to the effeet that the slot had been created 
specifically to provide a pesttion for the General. Cordeiro de 
Farias’? inclusion in the Cabinet is certainly a politic move, but 
the need for an intermediary link between the President and some 
of the subordinate agencies was protvably the prime motivating | 
factor in his appointment. 


. 


Perhaps the mest singmuler quality of poat~-revolutionary 
Brazilian foreimm policy has been the re-emphasis given to the 
eountry’s historile western orientation and a concomitant cooling 
of relations with the secilalist bloc nationg. Castello Branco'’s 
retention of interim President Magzilli's Foreign Minister, 

Vasco Leit#o de Cunha, served te underline this change in foreign 
policy. Career diplomat Leite da Cunha (who had served as 
Srazilian Ambassador to Cuba and the Soviet Union) stated at the 
outset of the new gevernment that since Brazil is “a conseientious 
integrant of the Weetern world, it is natural that its relations 
be more intimate and more profound with those countries with which 
we are linked through a heritage of common ideals and with which 
we share the same aspirations of freedom and progress..." 


A second guideline of the new Brazilian foreigmm peliey is the 
enphasia given to trade and commercial relations. Leit3o da Cunha, 
President Castello Branco, and other GOB officials have repeatedly 
stressed this aspect of the countryS international relations, 
noting that Brazil seeks to inerease its trade relations with all 
countries of the worid--including the secialist bioc. 
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recapitulating the “problems” of Brazilian foreign policy after 

the Pirst 96 days of the Castello Branes administration, Foreign 
Minister Leit#o da Cunha listed the following in order of 

priority: (1) "te re-establish Bragil within -the-context of 
priority relations with the West...", (2) "te work for the lie 
fication of the market for Brazil's export products..s", and (3) 

"so work tirelessly in the field of bielateral relations with the 
major clients of our preduets and raw materiais and in the intere 
national forums where the problem of improving prices of our export 
products is under discussion..." (Embassy's A-40 ef July 10, 1964). 


in keeping with these master-tenets of pelicy, a gingularly 
important expression of the inonsuseiiy pro-Wegtern erientation of 
‘the new government was the May 13 unilateral break in diplomatic 
relations with Fidel Castro's government. In explaining the break, 
the Foreisn Offles cited Cuba's interference through diplomatic 
channels in Brazil's internal affairs and the fact thet the Castro 
regime had not recognized the new revolutionary government, 


Other diplomatic recognition problems caused concern from the 
Brazilian point of view. A short-lived gquasi-rupture with Mexico 
was precipitated by the April 30 departure of Mexican Ambassador 
Alfonso Garcie Robles. Garcia Robles! sievation within the Mexican 
dipliematic heirarchy had been announced earlier; however, his 
departure from Brazil without the naming of a Charge plus the 
Mexicans’ failure to acknowledge the GOS's note announcing the change 
in government greatly incensed the Brazliians. The extreme sensi- 
tiveness to foreign criticism of the revolution combined with the 
Mexicans’! application of their time-honored "Estrada" doctrine led 
to the recall cf the Bragiiian Ambassador to Mexico. Upon his 
departure for Brazil, Ambassador Pie Correa was quoted as having 
said "...a@ bilateral ‘Estrada Dectrine’ is better than a wiilateral 
"Estrada Doctrine’,.." By early June, however, the situation 
returned to near normal with the reeiprocel naming of Charges in 
the respective capitals and the mutual anticipation of an early 
exchange of Ambassadors. 


Still anether thorny Latin American ciplomatice problem 
centered around Venezuela's application of the "Bettancourt Doctrine" 
in relation to the non-recognition of regimes which eome to power 
through exceptional changes in Leadership. The annovneement of the 
“suspension” of relations between the two countries on April 19 
offended and confused meny Brazilians. The supporters of the new 
regime defended the position that Veneguela's stance was based on 
non-critical application ef a policy while the gister-jrepubliec's 
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true interests would be served better through strengthening ties. 
After all, reasoned the Brazgiliens, the new government had done a 
service for all Latin American nations in their fight against 
communist subversion. 


Notable emonz improved foreimm relations since March 31 are 
those with France, Strained to the point of withdrawing Ambassadors 
with the "Lobster War" of January, 1963, both countries have now 
resumed full representation and are busily preparing for President 
DeGaullie’s scheduled state visit in October. 


The fortunate timing of West German President Luebke's state 
visit (A-1590 of May 22, 1964) gave the Castello Branco govern- 
ment a needed prestige boost and proved to be an invigorator of 
renewed German/Brazilian commercial relations. 


_. Probably the least affected of all the Ministries during the 
period ef Article 1¢ sanctions of the Ato Inatitutional was the 
Foreign Office, thougn influential sectors stood for suspension 
of political rights in depth, only five diplomats were Pinelly . 
dealt with jn this manner; Jayme de Azevedo Rodrigues, Jatyr de 
Almeida Rodrigues, Antonio Houaiss, Eugenio Caillard Perreira, and 
Hugo Gouthier. Pressure for punitive action against Geulart's 
foreign ministers was notably absent in the case of Araujo Castro, 
Goulart's last appointment. Castro was forthwith absolved of 
responsibility for Goulart foreign policy by his appointment as 
Anbassader to Greece, 


fhe weignt of international publie opinion and critieism 
nave hid their greatest effect in the formulation of foreign 
policy. Naturally, Brazillian diplamata serving abroad are more 
sensitive to the international public image of the regime then are 
those whe justifiably concern themselves more exclusively with the 
internal aspects of the Brazilian problems, The Castelie Brance 
goverment authorized Carles Lacerda te "explein” the revelution 
Guving his Msay-dunme visit to Europe and the United States, With 
the exception of France, where Lacerda created such a seene that 
be apparently ruffled even DeGaulle's feathers. his stint as 
offielal spokesman probably had a positive effect. 





Ags the Brazilian revolution was naturally sueceeded in world 
headlines by other political events, the GOB's International cem- 
posure and eonfidence returned tO @ more normal level. 
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LABOR 
Post_ Revolutionary Developments 


The Gasteliec Brancé Government hes been faced with a particue 
ieriy diffieult situation In the labor area follewing the revolu- 
tion. A surmary statement of some of the problems in this field 
defines the seope and nature of the task facing the revolutionary 
resime. (1) More then in any other single area, the problem of 
communist subversion had reached serious proportions in the labor 
movement. (2) The leadership layer in the laber movement is 
especially thin: thus with the mass remeval of top sindical leaders, 
the GOR was forced te rely on sometimes dubious union leaders (both 
from the point of view of their capability and honesty) fer replace- 
ments. {3} The inflationary precess has much of its most immediate 
political impact on the buying power of the common worker; there- 
fore, any GOB wage poliey was (and ig) predestined to face the dual 
perlis of being urrsopulear if it is an anti-isaflationary austerity 
measure and of being inflationary if it meets the basic demands of 
the workergeereserdiaas ef the justification of the arsuments that 
these groups might present. : 


The leadership reneval/substitution problem in the labor area 
merits separate comnent., Under the previsions of Article 10 of the 
Ate, at Least 6€ prominent labor leaders had their political rights 
guspended. This number ineludes the presidents of three of the six 
national eonfedsrations. Tne former board-af-directors of the 
Nablonal Confederation of Industrial Werkers (CNTI) was remeved 
aimost in tote. The National Confederation of Benkworkers (CONTEC) 
aad the Netional Confederation of Air and Sea and River Transport 
(GNTTMPA! suffered lesser tut still severe depletion in their 
isadership ranks. At the same time, it sheuld be noted that the 
percentage of achual communiet party members whe suffered the 
Sanctions was higher in the Leber field than im any other areas 
there is littie doubt but that aetion in almoat every case was 
OLERLV Justiried , 


With these factors in mind, the mixed-bag resuits er the GOB's 
performanee in the labor field. during the first 100 daye are not 
BUPPPLGLNE. 

Gn the poeitive side of tne ledger, we note the Prollowing 
gchievementsea:r The Cot, PUA, CPOS and other similar comnnist-frent 
ar ecommuniate-infilueneced spurious labor organigatiens heve been 
closed down, climineating one of the megt active areag of subversion. 
LeAcerehip of these Goulert-supperted and gsupperting organizations 
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has likewise been generally elimineted (at least for the time 
being) through Ato sencticng. The Castellic Branco Government has 
won international support from many influential western-criented 
labor organizations including ORIT, AFEL-CIG, the IfS, ste. The 
government won an important internetional point at the Geneva ILO 
Conrerence by defeating attempts of the WFIU to embarrass Brazil 


on the question of the arrest of ILO oeffielal Clodsmidt Riani. 


Tne President mund other members of his administration have made 
statements promising that the GOB will follow en enlightened labor 
policy=~-supposedly simed at freeing the Brazilian labor movement 
from its historic domination and control by the sovernment. In 
thie connection the new regime has gone on record as being in favor 
of the eliminetion of the lepor tax (impeste sindical), the primary 
financial control instrument which past governments Rave used in 
thelr control of the labor movement. (However, no positive action 
in this regard nas taken place ta date.) 


the first 100 days aise was marked by the passage of righte- 
toe-strike legislation (sending since 1949). It should be noted 
that tre law makes it extremely difficult te call a strike; for 
this reason, along with other factors, the post-revolutionary 
period has been almost completely free from atrike activity. Ag 
note elsewhere in this pager, the GOB is ettempting to bring about 
some: Stable, consistent wage policies within the government sector. 
As already noted, the problem in this area is te balance the 
austerity arguments ageinst the very reel revages of inflation. 


As a last major point of achievement, the government's inter- 
yention policies should be discussed. While there are obviously 
arguments against the interventiongs--especially the reluctance in 
some cases to call for new union electionse-€the overall policy is 
seen as having been part of a necessary cleansing, process. 
Approximately ten pereent (569 of 4,162) of all trade unions in 
tae country were intervened following the revolution. Most, if 
3n0t all, of these unions hed been under communist control or were 
heavily influenced by the communists, On the national level, 
four of the six national confederations were intervened. However, 
the GOB moved quickly tc anrul the January, 1964, CNTI elections; 
new ¢leetiong were held in late May with the participation of the 
34 federations not under government intervention. 


On the liability side ef the labor ledger, several points 
developed during the first 100 daya which bear attention. To begin 
with, relatively few of the individuals whe had been primarily 
respongibie for the previcus subversion of the movement have been 
positively accounted for. This epens up the pessibility that thege 
individuals might be working against the GOB clandestinely. ‘There 
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nave heen few valida teats of the letent labor sympathy for the 
previous leadership and policiass however, an eleetion within the 
insurance workers’ seetor of CONTEC resulted in a narrew (5-4) 
victory for the government-supported democratic slate, possibly 
indicating that communist influence in this particular area is 
Still alive and active. i 


Some of the positive effects ef- government statements coneern= 
ang the reform of the labor atructure have been dulled by delays. 
Theres are some reports that oppesition by employers and in governe 
ment might result in the shelving of the proposed revision of the 
Labor code. | 


The gevernmment'’s labor policies have come in fer criticism 
on the international scene by the International Federation of Metal 
Workers and by the TPCTU and CLASC. The PYPIE within Brazil has 
recentiy crilticiged the GOB fer what it terms improper jeiling of 
democratic trade umien leaderg in Porto Alegre and for continued 
entervention in the telephone workers union. 


There is some feeling among labor circles that the governe 
ment 's wage polileles are resulting in the workers’ bearing an undue 
share of the economlie hardships attendant with the government's 
new economic polieics. Many democratic leaders feel that their 
inabliity to produce wage and other material benefits for their 
membership has created a situation im which democratic leadership 
may become so discredited as to be defeated in free elections 
following government intervention. 


ECONOMIC 
the Government's Eeonomie Prorcran 
MPM ST EIS cP MTR EAN LAND BY AAT ARTEL SE EPR MET UTES RIT ENS EOIN RE TNT TE SE SES FEV E aM 


The performance of the Castelle Branco sovernment in the 
economic field must be appraised against the magnitude and come 
plexity of the econemle problems which were inherited from the 
Goulart vegime and several additional factors whieh have affected 
the abllity of the new government ta move rapidly toward a solution 
ef thase problems, The most serious and pressing of the problems 
were Intiaetion and economic satagnetion. Inflation, which had 
reacned & rate of sbout "0 percent in 1963, rose to an annual rate 
of 155 pereent in the first quarter of 1964, The growth of the 
economy, which had averaged 6 to 7 percent per year for nearly a 
decade, fell te 2.2 percent in 1963, Per eapita GNP actually | 
geciined. Private foreign investment, whieh had played a key role 
in tne growth of the fifties, virtually esased in 1963, and in the 
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last months of the Goulart regime, there probably was a net move-= 
ment of such capital out of the country. The government was almost 
totally without foreign exchange reserves. Faced with a heavy 
schedule of external debt service payments which it could not meet, 
the government was in a virtual state of benkruptcy. Many of the 
best of the gevernment's administrators had left the government 
service, and the administrative apparatus of the state was generally 
demoralized and operating at below normal efficiency. 


While there had been some advance planning for the revolution, 
such planning had not extended to the formulation of an economic 
program nor had it included the men who were te occupy the most 
important economic poets in the new government. The government, 
therefore, had no economic program when it came to power. Moreover, 
the immediate effect of the revolution and its aftermath of impris- 
onments and investigations was to add to the disorganization of 
the ministries and auch important econemic entities as IBC, Petrobras, 
ang SUDENE. Throughout the peried eovered by this review, but 
especially in the firet weeks, a large share of the time and energy 
of the top econemic officiais ef the new severnment have had to be 
devoted to problems of staffing and organization. 


| On the other hand the existence of broad popular support for 
the revolution, and the powers provided the executive under the 
Atos. have given the Castellc Brance gevernment a unique opportunity 
to attack Brazil's economie problems. epecially during its Pirst 
6O days, the new government had virtually carte blanche to put new 
measures into effect, Aithough the Congress has beén markedly 
more independent since June 15 and criticism and opposition from 
the press, politicians and special interest groups have tended to 
increase with the passage of time, the principal limitation on 
the effectiveness of the new government in the ecenemic field has 
been its own ability to devise remedies for Brazil's economic ilis, 
to present them persuasively to the publie and the Congress, and 
to administer them effectively. 


Stabilization Policies and Performance 





The new Government's general financial policies are guided 
by the objective of reducing inflationary pressures and ultimately 
achieving relative price stability, while at the same time promoting 
an aggregate increase in economic activity and a generally-improved 
financial environment. for economic growth. The approach toward | 
stabilization is avewedly “gradualist", since the Brazilian policy 
makers are convinced that a sharp dramatic attack on inflation 
would be inadvisable, both jn terms of the political possibilities 
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of the administration and the kind of adverse effects on the level 
of production and employment that such a proszram would be likely’ 
to cause. The Embassy shares the belief that a relatively gradual 
approach to the reduction of inflationary pressures is to be 
preferred. Brazil dees not have either the administrative appara- 
tus Or the widespread public understanding and support that would 
be necessary for a successful crash program te attack inflation. 
Furthermore, since the Brazilian economy is operating at a 
reiativeiy high level of utilization of its preductive and skilled 
laoor resources, it would appear dangerous to undertake measures 
which would run the risk of slowing down aggregate production of 
employment, even temporarily. A third factor that must be considered 
is that much of the cause of inflation in Brazil resides in the 
government's budget deficit, the large share of sovernment in the 
formation of the GNP and the inefficiency and waste in sovernment 
expenditures. Any crash program to fight inflation would perforee 
entail taking away more resources from the private sector in order 
to finance the deficit in the public seetor, which would conflict 
with the longer-term desirability of strengthening the private 
sector, 


Given agreement with @ gradualist approach, an evaluation of 
the Brazilian Government's performance in the stabilization field 
in the first 100 days boils down to the speed, efficiency, and 
realism with which the stabilization problem is being attacked. In 
this respect, the record is far from perfect, but not unimpressive 
considering the problems the government has had in organizing itself, 
in finding qualified people to f111 key positions and in formulating 
and in reaching agreement on complex economic and financial policies 
within a government where many of its key members (i.e., the mili- 
tary ) have had little previous exposure or experience in the 
economic field, 


Enclosure (1), listing legislative and executive measures taken 
orf planned, shows much significant and constructive activity on the 
financial front. The government deficit is being attacked. This 
is being done both through a program of aiming, at reducing potential 
governnent expenditures in 1964 from about +.$3.3 trillion to less 
than ‘°.$2.5 trillion and raising revenue mainly through tax measures 
(the omnibus financial bill and the increase in consumption tax) 
which have already been passed or are under consideration in the 
Congress. The government's import subsidies (on wheat and petroleum) 
have been lifted, and a besinning has been made in attacking the 
problem of operating deficits of government enterprises, In this 
respect, certain raises in rates charged by the railroads are of 
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some importance. More impertant are various actions affecting 
personnel, including the provision in the pay bill for civilian 
employees prohibiting pay raises in government enterprises in 

excess of pay fer comparable jobs in the civil service, the eliminae 
tion of special bonuses in gevernment corporations, and several 
measures looking toward reatricting future eppointments in the civil 
service to persons qualified through competitive examinations and 
giving the government authority to dismiss employees who do not 

have permanent status (a provision in the recent civil service pay 
bill algo gives the gevernment potential authority to eliminate 

up to 50,000 jobs). 


the weakeat part of the GOB's stabilization performance thus 
fer concerns the large pay increases which were given to the mili- 
tary (about 170 percent) beginning April 1, and to the civil 
servants (about 110 percent} effective June 1. These increases 
were in excess of the cost-of-living increase (the cost of living 
in Guenabara between June 1, 1963, and June 1, 1964, increased 
about 95 percent) and constitute a great hendicap in efforts to 
reduce the 1964 budget deficit, This factor, added to the general 
aifficuity of coping with the disastrous economic/financial | 
inheritance passed on by the Goulart administration, will mean that 
in terms of actual results in reducing the rate of cost of living 
increases during 1964, it will be difficult for the government to 
show any great improvement over last year. Nevertheless, there nual 
are extenuating factors, in that the seasonally adjusted annual rate 
of price increases in the first quarter of 1954 under the Goulart 
government was in excess of 120 percent, and many of the corrective 
néasures which the new government has taken, such as the lifting 
of subsidies of petroleum and wheat and inereases in the rate 
structure Gf services by sovernment corporations in themselves, 
give a temporary upward push to the price level. Considering all 
these things, it is not a small achievement that the cost of living 
during the second quarter of 1964 inereased by 14.9 percent, while 
the increase in the first quarter under the old government had been 
29.9 pereent. "2 


The new wage policy approved by the government should help 
prevent a repetition of undue wage increases in the future. This 
policy determines that wace adjuatments should teke place not more 
frequently than once e year and should have the aim of maintaining 
the average real wage ever the previous two years, rather than the 
peak real wage. The main test of the new zevernment's ability and 
willingness te attack the inflation probien rirmly and systematically; 
even if gradually, will come in 1965. For this the outleok is 
relatively good, altheugh much work remains to be done. There is 
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much evidence that the GOB is seriously moving toward achLeving | 
& glenificaent turnabout in the anti-inflationary fight during 1965. 


Economic Development Polisies 


From the outset the new government has been keenly aware of 
the pressing need to get the process of econemie growth started 
again in Brazil. Although no explicit presram to achieve this 
odjective has been enunciated, many of the actions and measures 
initiated or under study have had this goal as a primary or 
secondary objective. Thus there is emerging a reesonably consis- 
tent and ccherent plan of attack on the preblem of development, the 
main elements of which are as follows: (1) re-establishment of 
confidence in the respeet of the government for property rights 
and in the integrity ef the government in ite dealings with the ae 
private sector; (2) stimulation by various means of the growth of 2 fh. 
x the public sector; (5) efforts to mobilize ang direct domestic pb sts 
( savinga inte productive channeis; (4) effarts to improve the cliedeefG, & 
mate for private forelen investment; (5) an effort to initiate CO ica. 
effective developmental planning in the publiie sector; and {6) a Acsthonta f 
__ reorientation of the government's attitude toward the Alliance fors, <¢. 
_ Progress and more effective efforts to utilize foreign aid. hee rth 
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Since the use by Goulart of economic weapons to sean political 
ends was one of the orincipal grievances which brought on the 
revolution, his custer resulted in an immediate upsurge in business 
confidence. Confidence was further bolstered in the first weeks 
following the revolution by the character and caliber of the men 
appointed te key economic positions in the government. A major 
speech by interim Pregident Mazziili, largely written by Finance 
Minister Bulhdes, and subsequent public atatements by President 
Castello Brance and his principal economic ministers left no doubt 
of the government's intention to encourage growth in the private 
sector of the economy. The revocation of Goulart’s "agrarian 
reform" decree carly in April had a significant psychological impact, 
Since that decree had become a prime symbol of the Goulart govern= 
ment's contempt for property rights and its ruthless use of economic 
power to gain political ends. However, by failing to nullify 
another of Goulart's last economic measures, the expropriation of 
the private petroleum refineries, the government missed an oppor- 
tunity to promote with even greater consistency the policies with 
respect to private enterprise enunciated in its public statements. 


Subsequent actions of the government have tended to bear out 
the government's early promises to promote private enterprises. 
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its efforts to restrict the rate of monetary expansion have been 
largely devoted te reducing the deficit in the government sector, 
end 1% mas been careful to previde the private sector with a 
reasonably ample supply of benk credit. The outileck for private 
enterprise in the area of public utilities has brightened substan- 
tially. The gevernment no longer adheres as a matter of principle 
to @ policy of taking over private public utilities and hag stated 
its intention to follow « rate policy whith will eneble publie 
utility enterprises te operate profitably and to expend. Substantial 
inereases in power rates have already been nut inte effect. In the 
minerals field, a radieally new poliey nas alse been enunciated 
whieh offers a major rols fer private enterprise ‘in the development 
or minerals production. The recent approval by the Minietry of 
Mines and Energy of the dasma Company's project for an iren ere 

and coal terminal at Sepitibe Bay is canerets evidence of the ney 
orlentation of the gavermnent with respect te minereils. 


& mumber of the government's msagures contain features intended 
to stimulate saving end te encourage the utiligatioen of savings both 
for desirable types of investment end to reduce the rate of inflee 
tion. The problem of stimulating saving in an inflationary situation 
has been tackled by previding in the Genibus Pinsnecial Law fer the 
issuance Gf treasury bonds edjustable in fece vaiue on the basis 
of an inflation index, The housing bill prevides for similar 
sdjustments_to be made in sevings accounts, mortaares on lowecost 
housing, and bonds issued by the National Housing Bank. The Owndbus 
rinanciai Law provides fer inersesed gales of treasury bonds by 
LNStitUting & payroll tax to be invested in bonds for the purpese 
or creating a workers’ indemnification fund, and by requiring 
corporations to vrevalue their cepitel and previding them with the 
aitemative of either paying a 5 pereent tax on the amount of the 
revealuotion or purchasing bends to the value of 10 percent of the 
anount of the revaluation, Another feature of the Ommibus 
Financial Law which provides for a 30 vercent surcharge on import 
foreign exchange in lieu of the 100 percent or 200 percent prior 
deposits now required, ia designed to reduce the flow of avaliable 
anvestment funds into the financing of imports in the expectetion 
thet an increased share of such funds will be diverted into other 
more Cegirabie channels, Still another project ef the severnmment 
which is still in the draft decree stage contemplates the eatablishe 
ment of @ “Fund for Public Participation in Qwnerehip of Corpera- 
tions". Yhis fund is to te used for yvorking capital leans to 
industry with preference given, inter alie, to firms which open ws 
their ownership to public participation,  Senments on some apeéific 
aspects of the GOB's economic and social referm proposals are 
attacned ag Enclosures (1) and (2). 
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A major effort has been concentrated on improving the climate 
fer foreign private investment. That climate was improved 
imuensely by the mere fact of the revolution, by the character of 
tha new gevernnent, by ite mumerous faverable pelicy pronounce- 
ments, and by its efforts to deal with the*prebliem of inflation 
and Brazii's balance of payments preblems. The government has 
preceeded, hewever, to take specifie steps to clear away major 
obstecies te a resumptien of private foreign investment in Brazil 
Om & Sigmificant seals, The mest importent of these has teen the 
aponsoring of Llegisiation to remsve all of the most objeetionable 
features of the Prefite Remittance Law enacted in September, 1962. 
TRi8 legislation bas been passed by both the Chamber of Deputies 
and the Senate, but the narrewnesg of the margin of victory in the 
ower house hag served as a reminder that eeenomic nationalism 
FEMBINGB very mich alive in Brasil. 


The government has alse entered into negotiations with the 
U. 5S. for an investment guarantee agreement, and there are good 
pregpectse thet such an asreement, after years of intermittent 
néescetiataensa, Will be siened within a few weeks. The government 
has alse come to grips with the prebliem of the purchase of the 
bragilien preperties of the fmerican and Foreion Power Company, 
whdeh Por U. S. anvestera haa become something of a touchstene of 
whe new government's intention to deal fairly with foreign private 
eepiteal. There are gead prospects that the government will soon 
hener the conmelLtment made by the Goulart government in April, 1963, 
by Signing & contract for the purchase of these properties. 


Tne almost total latk ef economic planning 6f the lest year 
or the Goulart gevernment haa been replaced by a planning effort 
WHeGch @iready Has produced some aeed results and shows premise of 
developing ante a more erfective operation in the future. Roeberte 
CaN00S WAS an execlient chetce to fP41l]1 the portfolio of Minister 

Oo; Planning and Economie Coordination. Operating with a very small 
atarf, he has acted primarily ag an "idea man” and eatalyst, drawe 
ims Gh tne personnel ef the operating ministries and agencies and 
am individusisa outcatde the government for meat of the detailed 
planning work. Much ef Campos? early planning werk went into 
Gevising and drawing up Legislation for the leweeost housing scheme 
and fer agrarian refern, More recently, efforts have been cone 
esntrated on drawing up the 1965 budget, in drawing up a budget 
waiated economic and finaneial program.for 1964-65, and in laying 
whe basis Cor the develoument of a long-term ecenemic plan which 
Will include sectoral investment programe Por the peried beyond 
19655, Fae budget submitted te the Congress at the end of July and 
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the related econemnie and Pinancial program appears to represent 
g@ considerable advance over eny similar work dene in Brazil in 
recent years . 


‘Despite the turnover in a large number of key positions and 
the adminiestretive confusion res sulting therefren, the new governe 
ment has dene a far better jcb than ita predecessor in playing 
ite role as aid reeipient. The rate of obligation of available 
PL. 489 erugseiroa for. development purposes was stepped up congidera- 
biy. Better cooperation on the Brasilien side made pessible a. 
greatly enlarged volume ef submissions to Washington of prejeect 
leen applications in the lagt quarter of the U. S. fiseal year. 
The government acted during fume te aliceate te various projects 
she German ald credit of 200 million Deutchmearks, which had long 
remained unutiiiged owing to the failure ef the Goulart government 
to make decistong as to the uge «ef the en as specified in the 
ian BLreonen»nt tee 


During the first 100 dave of the Cagsvello Brance administrae 
tion, approximately one-quarter of 4@ billion dollars in U. S. and Vv 






IDB assistance haa flows te_Brazii. This amount (more then 
double of that which entered during the previous nine months) 
dixrectiy reflected the improved éevelopmental climate created by 
the new government. While seme ef the funds have been provided to 
Buppert On-Zoing programs already in progress, the period under 
review was marked by an impressive list ef new srejects which are 
in keeping with the geals and intent of the Allianee for Progress. 
A summary of the more important new projects is attached as 
Enclosure (5) to this airgram, 


Of the $235.2 millien dellars of ald mentioned above, approxi- 
mately $125 million has been autherized in the form ef dollar 
leans. This amount ineludes a program losn of $50,000,000 in 
suppert of Brazil's stabilization, development and reform programs. 
‘The eruseiro counterpart funds generated frem this lean can be used 
for non-inflationary fineneing ef basie activities such as meine 
taining anc expanding employment and inereasing agricultural 
productivity. Specifically, these counterpart funds will be used 
to finenee Low-eoest neuging. Per werking capital for industry and 
to expand agricultural eredit for medium and smail farmers. 


GSS Efforts in Ln held | of Economie Reforma 


LILLE OL AT NEG IE 


The government deseribe es its economic program as having three 
principal objectives: stabilisation, econemic development, and 
SEGRE 
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reforn. Of these, the effectiveness of ite reform program is most 
aiffieult to Fudge, Altheugh there are elements ef referm in many 
ef the legislative measures proposed and im the executive actions 
ef the new goveryment, only a few of the measurcs proposed have 
reform ag their principal objective, Potentially the most impore 
tant of these, and the moet controversial, is the agrerian reform 
project (diseussed below). . | | 


A geeend meagure which the government regards ag part of its 
reform program is legislatien providing for a low-cost housing 
program, This measure has passed both houses of Congress and new 
awaits signature by the President. The legislation prevides for 
the establishment of a National Mousing Bank to esordinate and to 
mobilige ecapitel for a pregram of slum clearance and low-cost 
housing construction. Sends ef the benk, housing mortgages, and 
savings accounts in certain types of institutions are to be adjusate 
able in their faes vaiue on the basis of an inflation index to be 
asteblished by the National Economie Couneil (see Enclosure (%)). 


A third measure now before Comgrese deals with banking reform. 
This bili has been less # government measure than a personal | | 
project of Denio Nogueira, Executive Director of the Superintendency 
of Money and Credit (SUMOC). It was net submitted to Congrese 
under the vrovisions of the Ate, and therefere it has been moving 
slowly. The measure would create a new Menetary Couneil which 
would determine monetary voliecy, would transfer the rediscount and 
curreney issuing functions and cperetiens of the Bank of Brazil te 
SUMOC, end the Bank's Foreign Trade Department to the Ministry of 
Commerce and Industry. Adoption of the measure would constitute 
substantial progress toward the creation ef a genuine central banke 
ine system. 


The GOR has also tekken a number of steps in the direction ef 
improving eperetions and administration of the public sector. The 
entire tax syetem has been under careful study, and legislation to 
reform the system 4s sehneduled to be submitted to Congress by the 
end of September, The government has requested and ils being 
provided with the services of a team of U. S. tax experts. Two 
measures have been adepted to reduce tam evasion: the first pro- 
viding criminal penalties for making falee tax deeclarationa, the 
eccond providing fer the revaluation of taxea in arrears on the’. 
passs of an inflation iudex. The civil service pay b1i11 of Jume 26 
authorized the elimination of up te 50,000 civil service joods. 

(A number of Presidential decrees dated duly 31, implementing a 
provision of the eivil services pay law, fixed the tables of organi- 
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zation of seven autarquias, thereby apparently eliminating the 

jobs of a nunver of Diisgally-appcinted Joo holders and providing 

for the replacement ef a number of interim Job nelders by candi- 

dates s@lected by competitive examination. Wildly speculative 

press stories have estimaved the nunber ef dismigsals at as high 

ag 120,000). Coenstituticnel emendments submitted te the Congress 

on dune 26 previde for uniform pay scales in the three branches of 
government end, if passed, wlll eliminate the present constitutional 
provision under whieh temporary suployses are Zranted permanent 

civil service status after Pive years of service, According to 

the provisions of the Civil Service Pay Law, on January 1, 1965, 
retired civil servants will begin fer the first time to be remunerated 
on @ Lower Scale then active elvil services werkera of the same ZPacde , 
im an effort to bring some order out of the present chaos of the 

eival service, & complete census of elivil service joos and employees 
i3 to be undertaken as seon as expenditure ef the needed (.$50 million 
Lf authorised, 


While these steps constitute a commendable beginning on the 
immense problem of refarm in the public sector, a sreaat deal more 
neeas to be done, particulerly in the esteblishment of centrols | 
over expenditures and In the operation of the sutarquias and geverne 
ment enterprises, Although they are among the rerormg most 
urgently needed in Brasil, they are not among the socio-economic 
rerorms, Of which egrarian reform ia typieal, which leftist and 
liberal elements have eeme to expect and te which, for political 
and psychological reasons, the new government hag given highest 


priority. 
Eevelopments and Folicies Affecting the Balance of Payments 


2ne Revoluticenary Government inherited from its predecesser 
4& nearly calanitous situation in Bragsiil'ts external finaneial posi. 
tion and relationships, On Marek 31, of fietal net 01d and cone 
yertible foreign exchange reserves were dow to only $11 miliien, 
while arrears in current payments for imperts and Pinanecial eomite 
ments were officially reeorded by the Bank of Brazil on the game 
date at over $162 million. While external financial assistance 
ror the balance of payments from governments, internationsl insti 
tutions, and private banks had for all vractical purposes dried 
Ub, the country was cenfrented with huge external debt service 
obligations on medium ond Lenseterm debt of sbaut 3755 million 
of principe: and interest during the two years, 1964 and 1965. 
Meny Of the payments due on this devs in the first quarter ef the 
Year were already in default. Ag sa further eomplication, the 
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generally adverse climete for private foreign investment had 

contributed to a tendency of private investers’*to redeem “swap” 

contracts, of which no lese than $324 million were seheduled te 

\ mature in the two years, 1964 and 1965. Thus, adding medium and 
Long-term debt, “swaps”, and arrears, various debt service oblie 
CRELONE hanging cover Brazil in this tweeyear period totaled ever 
vl Billion, equivalent ta ebout 90 percent of Brazil's total 
AY@Paga annual export sarnings in recent years. 


During ite first 100 days in offfee, the new government hag 
graduelly: but systematically taken steps to extricate Brasil from 
the morags ef belenee of payments prebleme into whieh Brazil had 
fallen, Tne task has bY No means been completed, and performance 
nas been gomewnet uneven. Nevertheless, gselld progress has been 
made, and the qguticak is promising for further censtructive 
measures toward recuperation in Brasil's external finanelal pesi- 
tion. 


As immediate relief meagurea, the Brasilien gevermment has 
given priority te nesotiations for the rescheduling ef debt with 
foreign creditors. it Bas alse worked to re-establish cooperative — 
contsets with the U. &., other erediter gevernments, international 
institutions and private banks and te Improve the ferelan invest- 
ment climate beth te attract long-term foreign espital and te stop 
the immediate drain on “swap” redemptions. As longer term 
measures, ths Bragilien Government has taken seme actions te 
improve and liberalize the exchange system anda promete exports. 
above all, the Government 18 moving toward developing a compre 
henaive economic and Pinancial progrem of internal and external 
polleiss and measures whieh 425 expects te use as a Basis for 
negotiating with the TMP, the U. S&S. and other crediters for new 
eredits. | | 


While convergations with major creditors in the context ef 
the "Hague Club", cemprising leading Western Burepean countries, 
the WU. &. and Japen, had begun in Mareh, the previous government's 
INLtL@tives in this respect had made very little progress due in 
large measure t¢ its exesssive demands end inept handling of 
negotiations, in active cansultetions with the U. §., the new 
government Drought to the erediteres a much more realistic and 
carefully prepared proposal with the result thet the "Hague Club" 
erediters on duly 1 agreed to refinance Bragil’s debt payments 
due in 1964 and 1965 on project eredits fram severmments or 
guaranteed by governments. fhe agreed fermule calis fer debt 
reliler equivalent to 7O percent of the principal and interest due 
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on such debt over these two years. The total relief agreed ugen is 
estimated to amount te about $194 million for 1964-1965. Brazil 

is now engaged in active bilateral negsotlations with a view to 
implementing the “Hague Club" agreement by September 1. 


In addition to the Hague Club agreement, Brazil has virtually 
completed negotiations with the United States for rescheduling 
repayments of Dalance of payments credits from the Treasury and 
the Export-Import Bank tetaling about $51 million in 1964 and 1965, 
the negotiations are.aimed at spacing cut peyments more evenly and 
bringing net debt relief for Brazil over two years totaling $35 
miLizon. 


Ags a Pinal item of debt, the Brazillian government has made 
preliminary seundings with U. 5. privete ereditors abeut the possi- 
bility of reacheduling credits with U. 8. suppliers in accordance 
with a rormulea roushly similar te that negsetiated within the Hague 
Club. The initial seundings have been promising, and the Brazilian 
government is about to send an official missien te engage in formal 
negotiations with the U0. &. private ereditors. If the Hague Club 
formula were epplied to the estimated $8112 million worth ef princi- 
pal and interest payments due te U. S. suppiders in 1954 and 1965, 
the pe relief from this source could be as much as $78 
miliion., | | 


including the net debt relief of $24 million already agreed 
with the IMP, successful completion of all negotiations weuld 
result in debt relief of about $331 million, representing relief 
from about 45 pereent of all medium and longetern principal and 
interest payments originally due in 1964-1965, 


BYen with debt relief of this amount, debt service payments 
WiLL continue to be substantial in 1964 and 19065, but will be 
reduced to levels much more realistically within the ability of 
Brazil to pay than the originel achedule. The debt sehedule in 
1966 will aise still be heavy, but Heeue Club diseuesions indie 
cateé considerable disposition on the part of the creditors te 
exanine 1966 maturities at some future date. 


the new Government's polieles have opened the way te a $50 
miliion AID program lean authorized in June and $°1.3 mil2ion of 
AID project loan authorizations during the first 160 cdaye of the - 
new governnent. Seme restoration of Brazil's eredit facilities 
with private banks has occurred with short-term credits ef $10 
million having been ebtained from the First National City Bank 
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and an overdraft of $5 million te be established with the Chase 
Menkattan Bank. Signs ef Brezil's new secter.activity in enliste. 
ing international financial suppert has been Brazil's invitation 
for the visit of en TBED mission (which visit took place in June 
and promises to result in at least $75 million worth of new leans 
es and the active roie played by Brazil in the recent CIAP 
MECTINE. : 


Although the new goerernment has not yet felt ltself in a 
position to develop a canplete new appreach to foreign exchange 
policy, it has teken a number of constructive steps teward a 
unified exchange rate, the level of whieh would be generally 
determined by market forces. Building on the exchange depreciation 
which had been undertaken by the previous government in February 
(SUMOC Instruction 2635), the new government has achieved a virtual 
unification ef exchange rates through measures eliminating impert 
subsidy exchange rates for petroleum, wheat and newsprint ( SUMOC 
inetruction 2790) and the later bringing of the ecffee expert rate 
in line with the general exehenge rate structure (SUMOC Instruc- 
tion 272). The exehange rate has been kept at its February level 
of Cr. 31160 buying - *.$1200 gelling by the Bank of Brazil, but the 
new government officials have indicated that they expect soon to 
nove the rate once more in order to make it more attractive for 
exports. In any ease, the spread between the official rate and the 
parallel rate, which reached ag much as 160 percent and more under 
the previous sovernment. has been relatively small during mest of 
tne time that the new severnment has been in effice, 


A more controversial aspect of Brasil’s actions affecting the 
balanee of payments has been the recent cePfee peliey. The coffee 
policy fellowed by the new gevernment appears te have been set 
having in mind the objectives of maximising antieinflationary 
vesourees collected through the contribution guotea applicable te 
eerfee exports and ths desirability of avoiding windrall profits 
%o expertera of the previous 19605-1964 erap, ef which there is a 
large exportable carry-over 1A private hands. This eeaffea poliey, 
which gets a differential contribution quota on new crop and old 
ecrep eoffee, has been strongly resiLated by the eerfee industry, 
wnieh appears to have been holding back sales in hepes that sovern- 
menu polley would be chenges. GOB efficlais claim that the small 
volume of exports In dume and July was due net to the lack ef 
offerings from Bragii, but te the lack of interest of buyers abroad, 
The situstion in the international ceffee market has been very 
confused. The upcoming London Conference, the question of whether 
ar not the JU. S&S. Senate would ratify the implementing Ceffee Agree- 
ment legislation, and large stocks of Brazilian coffee in the hands 


SHGHee 


aa 





i em a 


HW 43265 DoclId: 32459064 Page 46 


Seen ; A143 8/7/64 
ws ; Page ko ef 56 
Rie de Janeiro 


of roasters in consuming eountries are important factors in the 
picture in eddition te Bragii‘s own coffee policy. In any event, 
Bragil has lost eongiderable foreign exehenge earnings from ceffee, 

and this has contributed to e continuation ef a very difficult 
roreign exchange positicn, | 


For the longer term, Brazil is levying « basis for new inter- 
national financial assistance, a realistic exehange rate policy, 
and the promotion of exports es selutions to its baaie bailanee of 
payments difficulties. It has indicated willingness te resume 
contacts with the EFM locking toward a new standby arrangement 
and to negotiate with the U. §. for new leans on thk baeis of an 
overall economic and financial program now expected te be ready 
by the end of August or by early September. 


Sgricuitural Policies of New Government 





The agricultural policies of the new GOB have not been clearly 
determined, Personnel shifts have been perhaps more unsettling in 
this area than in any other (with the pessible exception of labor). 
The only Cebinet officer change to date has been that of Oscar . 
Thompson Filho, whe was replaced by Huge de Almeida Leme. Thompson 
Filho’'s term ag Agriculture Minister lasted a brief seven weeks 
before he was dismissed reportedly because of his lack of administra< 
tive ability and disagreement with the Presidet on the azrarian 
reform question, . 


in large part, the exlseting uncertainty concerning GOB 
agricultural policies can be traced back to the emotion-chaerged 
issue of “agrarian reform". ‘This issue had beeeme defined almost 
exclusively in terms of land redistribution under the demagogie 
policies of the previous regine, Castelle Branee has indleated 
that twe factors will determine further moves in this field: 
(1) the necessity for reform, Including (but not confined to) land 
redistribution 23 a matter which cannot be denied er indefinitely 
postponed; (2) at the same time, eonfidenee of the rural producers_ 
in the government is a prerequisite if the current problems of 
production and supply are to be solved. Thus, the government will 
apparently move with great care in this area, 


Shortly after Castelic Braneo teok office, the Chamber passed 
the longedebated Anig Badra-Ivan Lug agrarian reform lew. It was 
anticipated that the measure would receive quick spproval in the 
Senate (where a similar bill had been passed during the Goulart 
regime). Instead, the bill was put on ice while government offi- 
clals, congressional leaders, and interested non= governmental 
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groups bagen to work on yet anether reform proposal. The new "Land 
Statute” has not yet been submitted to Congress by the executive. 


The first draft of this “land statute” was completed in May. 
it hes sinee been undergoing intensive review both inside and oute 
gice the government, and is expected to be, presented to Congress in 
vhe near future. The m@asure represents an essentially mederate 
appreach to egrarian reform, Ag its central feature, it proposes a 
varlable land tax as the principe] instrument for encouraging better - 
use cf agricultural land and the breaking up of large holdings of 
unutilized or under-utiliged land, The measure alse contains PYGe 
visions for expropriation and redistribution of lend and eolenisae 
tion programs, The measure appears to represent a rational and 
appropriate first ate toward the solution of Bragzii's most complex 
ang difficult eeonomlc preblem, The extent to whieh the measure 
might have « faverable effect on Brazilian agriculture is likely to 
depend in large measure on the attention which is devoted over a 
long period to related agricultural problems, including the develop= 
ment of an adequate system of agricultural credit, research, technie 
cal assistance to farmers, agricultural education, eceperatives and 
imprevements in agricultural marketing. 


Alzo on the positive side ef the agricultural poliey pieture, 
Castello Branco has approved a suggestion offered by Agriculture 
Minister Leme dealing with a refermilation of minimum prices: this 
may contribute to a stebilization of prices in the future. Plans 
ror mainteining large stocks of feed and agricultural. preducts and fer 
improving agricultural preduction have alse been approved. A rural 
eredit program was inaugurated, making ».$26 billion evailable te 
TaAPMersS. 


Other Aspects of the Economic Program 





AB is frequently the case in Brazil, the government's ceffes 
policy has arsused a geod deal of eontroversy and considerable oppd- 
sition from the coffee producers. In essenee the polisy established 
in June congisted of (1) abandenment ef the existing complicated 
exchange rate aystem fer eoffee exports in faver of the higher varie 
able Bank of Brazil rate (currently (.$1160 te the dollar); (2) raise 
ing the contribution Sa to an expert tax) on old crop 
eoffee from $17.92 to $26.00 per bag: 7) fixing the eontribution 
quota on new crop (1964-1965) eoffee at $22.50 per bag: and (4) the 
fixing of support prices at “r.$35,000 per bag for Santes 4 eoffae, 
aveliable only from August 1 onward, In late July the GOB announced 
Chat it would sell 500,005 bags per month Prom government stecks at 
@ price of 42 eents per pound. | 


| The GOBis coffse program appears to be open to twe valid eriti- 
cisme: (1) the fixing of different contribution quotas for old crop 
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end new crop coffee inhibited the Export of old crop coffee in beth 
vune and duly; (2) the level at which the support price has been 
fixed for new crep ceffee nas provided little ineentive to the PFGeo 
Queer to sell to exporters. In penerel, the policy established 
appears to repeat previous mistakes of helding up internal ceffee 
prices at the expense of export volume. Gn the other hand, the 
recent announcement of its intention te sell coffee Prem aBC stocks 
indicates that the GOB 48 aware of the impertance of filling its 
quote under the International Coffee Agreement (IGA), Evidently, 
uncertainty ameng importers as to IGA's future praer to the passage 
or U.S. implementing legislation and a general lack of demand while 
stocks in importing countries were reduced have deen important face 
tore in holding dew eeoffeer Exports curing the past four months. 


The GOB a suecesses and failures in ita erforts to ensure 
adequate supplies of essential gtems to urban consumers at reasonable 
prices have had a psychologieal and political effeet cut of propor» 
tion to their intrinsle econenie smporcanece., This has been true 
because ef the mueh harder line on WAZG inereaseg and because of 
widespread expectations that the revolution would rapidly bring an 
end to the rapid price markups of the Goulart pericd. In fact, the 
hew government inherited a rather tight Pood supply situation 
resuiting from the drought during the preceding crop season in Seuthe 
Central Brazil. It moved vagidly te arrange for additional P.L. 480 
food supplies threugh & May 13 amemement to the Fifth Agricultural 

“4. & By . «. = Sa cy . “ 

Commodities AGVREMEE . However, /te was learned that precurement ef 
these commodities before duly 1 would entail a minor bank financing 
charge, the GOB eleeted to watt: in consequence, nene of these badly- 
needed additional supplies have arrived ag yet. Sugar and milk 
shortages have occurred whieh vefiees aciinistrative shortcomings 
and inept application ef price eentrois reacher than basic supply 
deficiencies. Price controls also hare been extended te a fairly 
wide range of industrial products, including automebiles and pharmae 
céuticals, he priees ef which heave been frozen during virtually 
the entire period eovered by thi review. In general, the GOB's 
price control efforts have probably had a greater effeet in 
disrupting production and distribution then in ensuring reasonable 
prices to consumers, 





MILITARY 
GOB Policies in Relation to the Army 


she filvat 100 dea of the Cestello Brance regime was marked oy 
am extreme sengitivencss to the situation existing within the Army. 
This was naturally due te the rele which the Army had played in the 
events leading up to and coming ferth Prom the revelution. 


A contributing factor was Castello Braneo's close personal 
Ldentifieation and knowledge of the situation within the Army. 
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As hag already been neted, there has been some attention paid 
to an undercurrent of activity waich potentially ceuld bring about 
& division within thecresolutionary-supporting:officer corps. 
However, Castello Brance'’s pelicies have thus far minimized such 
developments . | A 


In relation to promotions, the government has naturally tended 
to reward these officers whe participated actively on the side of 
the revolution. However, standards cof performance have aise been 
earefully considered in this regard. Transfer policies have 
Yollewed the time-honored tradition of moving deubtful elements 
out cf key spots. During the first 100 day period, two key highe= 
level shifts were of interest in relation to the embryenie develop- 
ment of a “hard-line” opposition within the Army. The first was 

$ne transfer of Pourth Army Commander duetine Alves Basteos toe head 
the Third Army: it was considered that perhaps Alves Bastes had 
bulit up too much ef an empire in the Nersheast. The second trang- 
rer af interest in tis regard was MoeurSo Filho's nomination to 
Pili the alot vacated by Alves Bastes, Mourdc Filho's transfer, 
coupled with the subsequent announeed transfer of Luis Carios 
Guedes Prom the Fourth Infantry Division splat up ene of the tep 
plotting teane, the members of which clearly leanéd towards the 
“hard” end of the seale, oes 


Post-revolutionary punitive actions resulted in widespread 
retirement and transfer to the reserve of Army offieers. In addi- 
tion, <9 active duty and retired Army offieere plus ene enlisted 
man (Sergeant/Deputy Garcia Filho) had their political rights 
suspended Yor a period ef ten years under Artiele 10 of the Ato. 


the overall attitude of the Army efficer corps reflects 
support of Castello Brance’s policies. The enlisted meneothrough 
\ the Sergeants’ Clube-have indicated thet they alse support the 
\ President. The passage of the constitutional amendment giving 
them greeter political freedom should result in an even more proe 
administration attitude on the part of the majority cf this seetor. 


FosteRevolutionary Policies in Relation to the Navy 


Aimost all operational activity within the Nevy came to a 
nal? following the revolution ag nearly exclusive efferts were 
Gevoted to investigative precesseg,. Hearings have now been come 
pleted, ami recommendations calling for the expulsion of seme 660 
enlisted men have been forwarded te the Navy Minister; it appears 
thet about 60 of these will be actually expelied or held for further 
trial, the mest prominent of whom is Admiral Candide Aragic. 
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The pattern of forced retirement, etc., Drought about under 
Article 7 of the Ato has carried a tell within the Navy officer 
corps ranks, Eight naval officers and ene enlisted man (Sergeant 
Anselmo des Santos, leader ef the Mareh 24 uprising which fused 
the revolution) have had their political rights suspended for ten 
years under the Ato. | 


There seems te be very little “hard-line” criticism ef the 
governuent from within the naval officer corps. Most officers 
indicate continued suppert ef the Castello Brance administration, 
although many are critical of the continued rise in prices. The 
attitudes of enlisted members of the Navy and Marine Corps is 
somewnat dirfieult te determines however, it is clear that politi- 
ea”. activity on the part of these groups willl net be tolerated. 


COB Policies in Relation to the Air Feree 


On July 2, 1964, twelve general officer prometions were 
announced to fi11 vacancies created by foreed retirements, ete., 
of top-level Air Force officers, The only surprising promotion 
within this group was that to Lieutenant General of Clevis Monteiro 
Travassos, who had served as the first Air Minister in the parli- 
amentary period of Goulart's regime. 


_ Pransfers within the Air Force have thus far been held at a 
minimum with the general basis for transfer being technical interest | 
rather than political motivation. 


To date some 250 officers and enlisted personnel nave been 
diacharged or inveluntarilly retired Prom the Air Foree under 
Article 7 of the Ato. This number ineluded two former ‘ir Mint- 
sters., Investigations are still being carried out, and the possi- 
bility exists that further judicial action may be taken against 
some of the members of the Air Force who have been subjeet to 
revolutionary sanctions, Nine Air Feree officers had their poli- 
tical rignts suspended for ten years under the Ato. 


Aitheugh some division hes appeared within the officer ranks 
of the Air Force, the service is generally serene and appears to 
be supporting the polieles of the new government, Enlisted ranks 
of the BAF have generally accepted the new regime and are supporte 
ing it. Almost all known or suspected agitators and/or communist 
associated personnel within the enlisted ranks have been discharged. 
Base commanders have instigated programs fer improving housing 
and messing feeilities in order to impreve the morale of the 
enlisted men. No known areas ef disturbance exist at this time. 
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, PSYCHOLOGICAL 
Public Attitude de Toward the Revolution 





Newspaper reports,” personal contacts and’ ‘Bible opinion 
gurveys all reveal that the majority of Bragilians supported the 
revolution at its inception and continue to offer such support. 
There have been, nowever, some not-unexpected criticisms and 
expressions of apprehengion or skepteism, Attitudes vary considerably 
at different levels of society. 7 


Business people, whose interests were clearly threatened under 
the Goulart regime look with mixed emotions upen the revolutionary 
measures being taken. fhe first steps to combat inflation and 
reduee government expenditures and corruption have met with wide 
verbal approval. The improved internal and external investment 
elimate is alse welcomed vy this group. However, the business 
community hes shown slight inclination to ccoperate in GOB efforts 
to brake price increases, Some large industrialists who led opposi-e 
tion to modifications in the Profits Remittance Law (especially, — 
Senator Ermirio de Moraes), appear to have been inspired by self- 
interest rather than selfleas patriotism. 


As a group, the landowners are generally disgruntled with the 
reform intentions of the revolutionary government, in spite of 
their support for other aspects ef the regime's policies. 


The working sectors of the population, generally neutral or 
apathetic towards the revelution, perhaps remain the least 
enthusiastic ovér present ‘trends. It.is. difficult at: this point 
to determine the depth of this dissatisfaction. The continued 
climb in cost-of-living without compensating increases in wagea 
have certainly been a part of the cause of some disaffection. 


An opinion survey conducted in the city of S#e Paulo in June 
indicated that among all sociological sroups, 66-2/3 percent of 
those interviewed were in full aceord with the revolution and only 
19 pereent were against it. Of these who were 100 percent 
favorably inclined, 44 percent were fully satisfied with the 
governmental measures adopted thus far-e-ae reasonably encouraging 
endorsement under the ecireumstances, The Paulistas surveyed 
expressed the opinion that the priority problem of the new governe 
ment was the cost-of-living situation with other problems being | 
distinctly secondary. 


Student activities after the revclution were notable for 
their absence. Many representative student bodies were dissolved 
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and the radical leftist national student pelitical machine, UNE, 
was breken up. The sovernment's apparent desire to abelish UNS 
permanently has caused coneiderable dissetisfaction amons students; 
this might be at least partially alilayed if a reasonable substi- 
tude organ 4s created. The majority of the students apparentiy 
support the government's education plan per se in its aim to oust 
the communists from influential positions ana mederate highiy 
Slanted, anti-capltalistic course material. Gn balance, it dees 
seem that the gevernment is sensitive te the appeals of the student 
movement, and therefore will move in the direction of allowing 
considerable polivieal freedom. 


The Government and its Public Relations 

Government control cf wuolie information media existed for a 
few weeks inmedistely after the revolution. Censorship was sube 
sequentiy relaxed, altnough the GOS has used the same instruments 
(eapecialily financial pressure) as previous governments in exerting 
influence on mass media communication orgens. Media output has 
favorably refiected the change of government. and has senerally 
supponted the policies instituted by Castello Branes. Removal of 
communists and xenophobic leftists from the staffs of various media 
organs has also contributed to shifts in editerial line Prom 
communiateleaning to pre-demecretic. Outeand-ecut communist orrans 
guch as Noves Rumos and A Classe Operaria have not been published 
sinee the revolution, Leftist UWitima Hore closed down most of its 
publishing offices, and the Rie edition Ys often « rehash of other 
eppositien press opinion. RBEsekstoeres have removed much of their 
cpenly anti-American and communist offerings, and the publishing 
business in this Pield is alse much reduced. 






On the other hand, it should be neted that the traditional 
Brazilian penchant for oppesitioen and free speech has net been 
materially subdued. Rie's respected Correio da MenhE hes taken 
up the cudgel of the opposition, critiSisine Binsst ghy govern- 
ment program. Adolphe Bloch's personal friendship for Juseelino 
Kubitechek was evidenced in extremely favorable magazine coverage 
for the exePresident, Goulart'’s last Justice Minister, Abelardo 
Jgurema, published an apologia of the Goulart regime in serialized 
a the pages of O Cruzeire (the book form is now on the 
stands}. 


fnere'.ig a general eoncensus of epinien that the revolutionary 
regime has not projected itself well, either internally or 
externaliy. This is at least partially due to its almost exciue 
Bive devotion of attention to the tasks of cleaning out the 
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subversion anc corruption which existed under Goulart and at the 
same time, formulation of positive pregrams aimed at solving the 
tremendous problems inherited, During the early part of the period 
under review, the government demonatrated frank bewilderment at 
whet they considered to be iack of understanding of what had taken 
place in Brazil. Theiz..answer to. internationgkicriticisem was 
chiefly €onfined to such ad hoe measures as having Lacerda "“explein” 
the revolution during his Eurapean/U.S. vacation. An indication of 
increased awareness of this aspect of their task came in the form 
of IV network presentations by Cabinet ministers in whieh the foverne 
ment's policies during the first ninety days of the revolution were 
explained. The President himself closed this seriesge-which proved 
to be a bit on the dull side and thus perhaps not too effective. 


An important change in public attitude from the United states 
point of view is the cbvieus rencwed interest in the U. S. USES 
libraries throughout the country report remarkably increased traffic. 


It ig alse conside Yably easier to place USIS. material for public 
dissemination. 


Enelosures (3): For the fmbassador : 
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Reswre of Major Aliience for Progress Projects 
initieced During irs [odebay “Period or 
Castelle Brenco Administraczen 


Ay Technical Assistance Programs 
AP a ere BREN EG BN PT IN TOG NOL: TMD IE GFE MTG LE BFPO IRL SIE AR at a RN * 


or 


Assiatanee to finance the costa ef eranging hicnelevel econd- 
Wists and other specialists te Brazil te act ag teehnicel 
economie adyisers to esaist the GOR'sa developmental efrerts. 


Provision GY technical assistance in the field of tax admine 
istration and policy. (Punds are to be used te provide 
services of skilled tax etenemists whe willl carry out studies 
pertinent to the efficiency of current tax operations ef the 
Pinance Ministery and make reeemmendations coneerning suggested 
chenges in the tex machinery. } 


Assistance to the State of Bahnie for the establishment of a 
Public Service Institute, the purpese of which will be to undere 
take studies necessary ror the formulation of a bread program 
of atministrative reform within the state government. The 
Lnstitute will alse organize a training program for state 
employees anc will provide technical sasistence in carrying 

out suggested administrative reforms. 


Assistence programs in obtaining essential deta on land usage 
and title transrers, ag well as the development ef programs 
for the intensification of land usage. (Ffhis preject is 
designed to further GOB agrarian reform efferts.} A recon} 
nalssance project for determing solls, climate, vegetation, 
Water, and general resources in specified frontier regions 
wlli alse be undertaken, Supplenentel agricultural comncdi- 
ties will be provided to two eolonizatieon efferts in the 
Stete of Mate Grosso. 


Assistance in the area of national weter supply and severage 
disposal (revision of an on-going premram). The revised 
program will (a) provide orientation fer municlaal and ether 
key officials; ib} develop preliminary engineering reports 
for 20 medium-siged Bragilian elites aimed at formulation of 
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plens necessary for “payoas-youe go” construction presrans 3 

ts train 550 water-works employees ever the next two years; 
aj) proviee financial asaistanece fer development of master - 

plans to develop water and gowerase systema for the Sado Pauls 

metropolitan area; fe} provide funds for the cperation of a 

National Training Center aimed at accelerating and intensify- 
ing training of water-works SMPEeVees: 


The U. S. is Pinaneing the cast ef an Tayescnant survey for 
the purpose of daentifyine economic priorities for programs 
of industriel development in Mate Grosse, 


FPineneing of @ program te pravide U. S. professors to assist 
in establishing e graduate-secheel of economics at the Univer- 
sity of SE0 Paulos: thie effort will be coordinatéd with 
assistance provided by the Ford pOURSRELOD: ) 


Financing of costs for contract services furnished by U. S. 
universities for the purpose of training managerial and techni- 
cal workers in the areas of industrialization and economic } 
development (program : in Alagoas, Paraiba, Bahia and Ceara); 
financial cost assistance will &éisgo be extended to the indivie 
dual states in the preparation of surveys and research te be 
applied to the states’ develonment programs. 


Financiel aid through SUDENE for a& program of repairing and 
restoring idie welis in the Nertheast; the program includes 
rehabilitation of “O Amerieanemanufacture drill rigs in 
Brazil, . 


Provision of higheconecentrate Livestock feeds within the state 
of Rie Grande deo Sul to inerease livestock preduction in the 
Pelotas ares (the project is envisag zed as being @ pilot proe 
rom for the industry threughout the count ry). Feed grains 
aré also being provided for a pllet poultry product ion pro- 
ject in Rio Grande do Sul. 


B:__iLeans for Capital Development Projects 


A loan ef $4,353 million hes been authorized to assist in 
finencing eleetric power expansion ef generation, transmission 
and distrieut ee facliitiss in Mate Gresso. The project alse 
includes the imprevenent of maintenance TacLliities and the 
training of personnel. 
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A loan of $15 milld4on has been appreved to finance purchase 
and importation of fertilisers from the U. S. The leeal 
currency counterpart of this lean ig to be applied to various 
purposes including atimulation of the national fertiliser 
AIG CLY . | 


‘£2; 700, 060 has been authoriged fer purchase ef electronic 
approach equipment to complete « prejeet of providing for 
Landing and control of jet aireraft at major Bragilian aire 
yorte (provisions heve already been made for the inatallation 
ar such equipment et Rio de Janeiro and Sko Paule). 


SUBENE will reegive an Sil miliden dollar tean to assist in 
acquisition of highvay maintenance equipment, retention of 
qualified highway maintenanes advisers and training mechanics 
and equipment operaters. This lean, dn eenjgunetion with 
previous loans, will previde all nine Northeastern atates with: 
the necessary equipment and personnel te preperly maintain 
the aree’s highway aystem, 


$7 million has been apyroved for assisting in the construction 
or power transmission lines from the electric-generating 
facilities of the Sao Praneisee Hydro-electrie Company to the 
city of FPortaless, 


A loan for $20.4 million has been approved te agaist in 
Financing procurement and inatalletion of additional senerators 
at the Peixoto hydrceeleetrie plant on the Ric Grande river. 

fhe additional power generated will eontribute te an acceler 
alec program for relief of the power shortage in the Guanabara- 
Niterol avea, Assistance in financing of transmission lines 

in connection with this project has also been approved during 
the period under reyiew, 


A $16.7 million lean has been Granced to partially finance 
expansion of the highevoltage trensmission syatem which will 
intercennect the So Pavlo-Eic-Guanabara load centers with 
electric power sources on the Rie Grande river, The preject 
will immediately and directly contribute te industriel growth. 


G2 ood for Peace Programs 


Under the varieus activities included in the Food fer Peace 


presran, STA.5 million equivelent in crugeiros will be made avail- 
able for granta and leans in Suppert oF Brazil's industrial and 





Docld: 32459064 Page 7T0 





Pe a ee AnLES  €/7/64 
EAVES TAMIL PEALE I NS EME RRL ELE EEE qpt % 
| Enelesure (3). 
Page 4 


Rio de Janeiro 


social development. These funds will be generated from the sales 

of commodities delivered under a recent amendment to the Fifth 

Wheat Agreement. “In’addition to these erugéire funds, grents have 
neen made ginece April 1 for $7.7 million dellars worth ef feed 
supplies, principally representing supplies te acheoi lunch pro- | 
grams gnd powdered milk to the CNA (Cameenha Necional de Alimentacao) 
prograns for distripution to premant women, Infants and preeschocl 
ehfiidven. &6 milifen in supplies has been grented Brazil for 
distribution to needy persens through the CARTTAS, Churéeh Werld 
services and Lutheran Relief organizations. 








Fh PNY ey re ln es Whe ie "eer Pr ye 4 
winter dk Cogtlee che it wv @ A. y anid e sane v Pa 
RAS TENAIS Se  FCHIE CR RES O PoAs TR ARATE oS RE IFN 


32454908 + 


Docld: 32459064 Page T1 


